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America’s Gold Ban 


SURPRISINGLY, in his last week of 
ofiice President Eisenhower extended 
to American holdings of gold over- 
seas the ban that President Roose- 
velt imposed in 1933 on holdings at 
home. The move, which was pre- 
sumably made with Mr Kennedy’s 
approval, came at the end of a week 
in which a sharp rise in the demand 
for gold in London had pushed the 
price up to $35.85 an ounce, its 
highest level since mid-November. 
On January 14, American citizens 
were forbidden to buy gold or gold 
certificates abroad; their existing 
holdings must be sold by June 1. 
For some weeks the US Treasury 
had been reported to be looking 
rather disapprovingly at the cost of 
the arrangement for steadying the 
free market agreed with the Bank 
of England after the break-away in 
the London price last October. If 
it could not refuse to feed gold 
indirectly to foreign speculators and 
hoarders, it could at least try to 
choke off demand by Americans 
themselves—who have indeed been 
among the most persistent bears of 
the dollar in the past year: But with 
no formal apparatus of exchange 
control the ban may be difficult to 
enforce; moreover, since holdings of 
foreign currencies and foreign securi- 
ties are not affected, the fall in 
private US holdings of gold is un- 
likely to be matched by an equivalent 
gain by the Treasury. No doubt 
the American authorities calculate 


that the sales of American-held gold 
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and the ban on further purchases 
will more than offset any increase 
in foreign demand resulting from 
the blow dealt to confidence in the 
dollar. Certainly, dealings so far 
seem to have borne out that calcu- 
lation: at the first fixing after the 
ban the price dropped to $35.40; 
though it hardened later in the 
month to $35.50 it remained appre- 
ciably below the level ruling on the 
eve of the ban. But the authorities 
have plainly taken a risk. 


Hot Money Tide Turning ? 


After allowing for special pay- 
ments and receipts, Britain’s gold 
reserves showed a true decline of 
$69 millions in December, their 
first fall since January. The reserves 
were swollen during the month by 
the purchase of £131 millions ($367 
millions) of sterling by the US Ford 
Motor Company in preparation for 
its payment to shareholders in the 
British company—some $50 millions 
of this will, however, find its way to 
American residents; on the other 
hand, the annual payments on the 
American and Canadian loans en- 
tailed a draft of $187 millions and 
$47 millions was paid to the Inter- 
national Monetary Fund—in ex- 
change for sterling—as a further 
gesture to help the dollar (this pay- 
ment brought Britain’s gold sub- 
scription up to 25 per cent of her 
quota). These three transactions 
indicated a net intake of $133 mil- 
lions, but in fact, as our regular 
table on page 148 shows, the reserves 








rose by only $64 millions—implying 
a true loss of $69 millions in the 
month. This loss, following the 
reduction in Bank rate early in 
December, suggests that the hot 
money tide, which throughout the 
summer and autumn had been run- 
ning strongly in London’s favour, 
may have turned. The recall of 
funds by continental banks for end- 
year window-dressing, however, may 
have accounted for most of the fall. 

Certainly, movements of short- 
term funds are still the dominant 
influence on the gold reserves. The 
trade return for December showed 
no sign of improvement in the trade 
balance. Exports (seasonally ad- 
justed) were {27 millions lower than 
in November at £301 millions, while 
imports were {£24 millions lower at 
£387 millions; re-exports were un- 
changed at £13 millions. The trade 
gap thus totalled £73 millions, com- 
pared with £70 millions. For the 
fourth quarter as a whole exports 
were 2 per cent higher than in the 
third quarter, but imports were 
24 per cent higher. The trade gap 
averaged {86 millions a month, 
compared with {£84 millions. The 
further rise in imports in the closing 
months of the year—which the full 
trade returns revealed to have been 
attributable mainly to larger pur- 
chases of food, beverages and to- 
bacco (for Christmas ?)—is_ dis- 
appointing. Last month, however, 
the Chancellor, arguing apparently 
from the high level of stocks, said 
he thought that imports were “ now 
at or near a peak ”’. 


E Forms Slashed 


Last month the Treasury reduced 
the number of exchange control 
forms to be completed annually by 
300,000—notably by raising from 
£500 to £2,000 the maximum value 
of imports from outside the sterling 
area for which payment may be 
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made without exchange control per- 
mission. (The abolition of exchange 
control forms for export shipments 
of less than £2,000 was announced 
last August.) In addition no applica- 
tion form (E Form) is now required 
for payments exceeding £2,000 where 
the payer can produce to his banker 
evidence of actual importation. 


Advising the Chancellor 


An important change will take 
place- at the Treasury after the 
coming budget. Sir Robert Hall, 
who in March reaches the age of 60, 
will retire in the following month 
from the post of Economic Adviser 
to the Government which he has 
held, in effect, for the past thirteen 
years (though from 1947 to 1953 
under a different title). Through 
almost the whole period in which 
bugetary policy has been consciously 
shaped as an integral part of eco- 
nomic policy Sir Robert has been 
the economist with primary re- 
sponsibility for advising the Chan- 
cellor on such fundamental issues 
as the general balance of the eco- 
nomy, the strength of the inflationary 
or deflationary influences that may 
threaten it, and the economic impli- 
cations of alternative proposals— 
especially budgetary proposals—for 
ensuring its stability. To have sus- 
tained this exacting role through so 
momentous a period and under no 
fewer than eight Chancellors of 
highly contrasting political attitudes 
and temperaments is in itself a 
tour de force. But Sir Robert has 
filled it with outstanding success— 
which is a tribute not only to his 
intellectual ability (he was a Rhodes 
scholar from Queensland and a 
fellow of Trinity, Oxford) but to his 
equable manner, tactfulness, and 
obvious sincerity. 

To succeed Sir Robert the Chan- 
cellor has appointed Professor A. K. 
Cairncross, holder since 1951 of the 
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chair in applied economics at Glas- 
gow, which is an excellent choice. 
Professor Cairncross, 50 this month, 
has had an admirable blend of 
experience which in some ways 
parallels Sir Robert’s. Both were 
lecturers 1n economics before the 
war and both spent the war years 
in the administrative civil service, 
Professor Cairncross eventually be- 
coming Director of Programmes at 
the Ministry of Aircraft Production. 
After the war he became economic 
adviser to the Board of Trade and 
later to the OEEC. Since his return 
to Glasgow he has carried out a 
number of special assignments for 
the Government or for international 
organizations, including the World 
Bank. He was a member of the 
Radcliffe Committee, and is believed 
to have had a substantial share in 
the drafting of its report. Like Sir 
Robert, he is a liberal economist 
who is notably free from idées fixes. 
An intellectual Scot who combines 
the assurance of his breed with quiet 
modesty, his personal qualities no 
less than his experience well match 
him for this important post. He 
takes over the reins on June 1. 


Common Market Moves on 


The Common Market countries’ 
plan for speeding the cuts in internal 
tariffs came into operation at the 
beginning of January. The meeting 
of a Council of Ministers held late 
in December decided that the ac- 
celeration should apply to agricul- 
tural as well as industrial products, 
thus meeting the strong protests 
made by the Dutch. Between the 
six countries themselves duties were 


reduced by 10 per cent. More 


significantly, the first steps were 
made towards the common external 
tariff that will eventually surround 
the market: every tariff rate within 
[5 per cent of the proposed common 
tariff was reduced or raised to that 
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level; every tariff rate outside that 
range was reduced or raised by 
30 per cent of the difference between 
it and the proposed common tariff. 
Items in the German tariff that had 
been temporarily reduced were no- 
tionally restored to the former rate 
for calculating the changes; the 
German Government can, however, 
reintroduce half of the temporary 
reduction. The general effect of 
these changes will be to lower duties 
on “‘ outside’”’ imports into France 
and Italy and raise those on imports 
into Germany and the Benelux 
countries. 

The Commission of the Common 
Market has estimated that trade 
between member countries was about 
28 per cent higher in 1960 than in 
1959, mounting to about $10,400 
millions. 


A New Payments Mechanism 


The General Credit Clearing 
established by the clearing banks 
last April will come into its own in 
five weeks’ time when the facilities 
it affords for making payments by 
“credit transfer’ will be extended 
to the general public, thus providing 
a general payments mechanism that 
offers an alternative to the tradi- 
tional cheque system. 

From March 6 anyone, whether 
he has a bank account or not, will 
be able to make payments through 
any branch of the clearing banks 
for transmission to a banking ac- 
count anywhere in the United King- 
dom. The person making the 
remittance will fill up a credit 
transfer slip showing the bank and 
branch and name of the account to 
which payment is to be made, the 
amount and his own name. ‘This 
slip will be supplied by the remitting 
bank if not already provided by the 
creditor (possibly in the form of a 
removable counterfoil on his in- 
voice), and after passing through 


the credit clearing, will be sent to 
the creditor by his bank as an advice 
that payment has been received. It 
will thus be possible for the actual 
slips to be integrated in the book- 
keeping and collection practice of 
businesses. Moreover, for customers 
who receive large numbers of credits 
in this form, the banks can offer an 
additional service through “ collec- 
tion’ accounts at their head offices, 
where all the slips will be listed and 
aggregated and can be despatched 
direct to the customers daily. 

For the ordinary transfer service 
a remitter who is not a customer of 
the remitting bank will be charged 
6d for each credit, but no specific 
charge will be made to a customer; 
the work done by the bank will 
instead be notionally aggregated with 
all the services it performs for that 
customer, in order to assess what 
charges should be made. Until 
October 1 next there will be, how- 
ever, some exceptions to the charging 
principle—to allow time for revision 
of certain collection arrangements 
already in force whereby credit 
transfers are made as a means of 
debt collection on behalf of such 
bodies as gas and electricity boards 
and building societies. Under these 
arrangements at present the banks 
are remunerated for this work not 
by the remitting debtors but by the 
customers at whose request they 
were instituted. 

In fixing the charge at 6d the 
banks are deliberately aiming at 
making the service attractive. They 
do not yet know what the costs will 
be, but are working on the assump- 
tion that if there is a large response 
they may just about “ break even ”’ 
at this figure. This assumption pre- 
sumably takes account of the ad- 
vantage they will reap from the use 
of the funds during the two days 
(one more at a week-end) for which 
each credit will be in transit. The 
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main advantages they seek, how- 
ever, are the indirect ones that may 
be expected to flow from the fact 
that by this system they will be 
making contact with a wide sector 
of the public that has hitherto been 
beyond their reach—and_ probably 
a little fearful of them. 


Reinvesting Ford 


The “ Ford ”’ cheque for the sum 
of {119,595,645 12s—believed to be 
the biggest on record in Britain— 
was duly paid over on January 23 
by Lazards (with whom the funds 
had been deposited since early De- 


.cember) to the National Provincial 


Bank and thence to acceptors of 


US Ford’s bid for the privately-held 


shares in its British subsidiary. The 7 
payment, however, had been eagerly 


anticipated in stock markets. The 
prospective injection of so much new 
money strengthened the belief that 
first-class shares were likely to re- 
main scarce—a belief that was further 
reinforced when it became known 
that ICI’s expected “ rights ”’ issue, 
which had been timed to tap the 
Ford money, would absorb no more 
than {£34 millions. Such technical 
considerations, combined with the 
continued strength of Wall Street, 


encouraged the rally in equities that F 
Investors | 
seemed willing to shrug off any de- F 
pressing news from the motor in- § 
dustry or from the economy in 


began in December. 


general; their bullishness carried the 
Financial Times index from 305 at 
the close of business in 1960 to 31/ 
on January 23; in the fourth week of 
the month, however, it slipped back 
to 314. 


This ebullience was not echoed in F 
Although F 
fears of heavy bank selling dimin- § 
ished, investors were daunted by & 


the gilt-edged market. 


the projected marketing of the state's 


holding of steel prior charges (total F 
ling around £85 millions) and by the 
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possible effects of the proposed 
freedom for trustees to invest in 
equities. On both scores their fears 
were probably exaggerated. To- 
wards the end of the month short- 
and medium-term stocks hardened, 
cheered particularly by the further 
decline in the Treasury bill rate— 
to £4 3s 8d per cent—and by the 
cut in the Bundesbank’s discount 
rate, but the long end of the market 
remained demoralized and War Loan 
sagged to a new all-time low of 58. 


The Bank’s New Quarterly 


The first issue of the Bank of 
England’s Quarterly Bulletin, which 
appeared in the second week of last 
month, is a very considerable im- 
provement on anything that the 
Bank has previously published. It 
opens with a fairly lengthy, factual, 
commentary on recent trends and 
closes with a statistical appendix 
embracing most of the salient series 
on high finance: in between are 
sandwiched a brief note on the pro- 
cedure of special deposits, some 
extracts from the Governor’s speech 
at the bankers’ dinner last October 
and a rather inconclusive discussion 
of “the financial surplus of the 
private sector”. Not surprisingly, 








the interest centres in the opening 
commentary and in the statistics. 


The commentary covers the six 
months to mid-September last, thus 
carrying the story back to the Bank’s 
last annual report. (Subsequent 
bulletins will cover a period of only 
three months.) There can seldom 
have been a period of six months 
more full of interest for the student 
of monetary affairs; but the excite- 
ments and experiments of those 
months are not allowed to disturb 
the steady, even, flow of the prose. 
The commentary imparts some use- 
ful information about the success 
of the authorities’ funding operations 
(which is discussed in our second 
article on page 84) and confirms 
that part of the exceptionally large 
inflow of £80 millions shown under 
other monetary movements in the 
balance of payments figures for the 
third quarter reflected “‘ an increase 
in the amount of dollar deposits 
which London banks found it suit- 
able to switch into sterling”. But 
for the most part the narrative is 
content to provide a chronicle of 
events (though one blurred at times 
by some curious confusion of tenses). 
On the strategy of monetary control: 
the Bank maintains what it doubtless 
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considers to be a decent reticence. 

Happily, the disappointments of 
the opening section are partly com- 
pensated for by the rich statistical 
fare presented at the end of the 
bulletin. For the first time it 1s 
possible to build up a full and 
reasonably up-to-date picture of the 
banking sector as a whole (it is to be 
hoped that the Bank itself will pro- 
vide a summary table in future). 
The main series added since the 
annual report cover the Ulster and 
Scottish banks (the latter complete 
with a liquidity ratio), the overseas 
banks (showing in particular a rise 
from £206 millions to £374 millions 
in the deposits of the American 
banks in London in the first half of 
last year—largely reflecting no doubt 
the big increase in Euro-dollar busi- 
ness) and the accepting houses 
(whose deposits rose from £259 
millions to £334 millions in the 


first half of 1960). 
Bill Market Profits 


This past year of rising money 
rates and of pressures on the gilt- 
edged market has naturally been a 
more difficult one for the discount 
market. But, thanks to the cushion 
of inner resources that was notably 
extended during the prosperous years 
1958-59, and thanks also to the 
altered shape of market portfolios, 
most houses have weathered the 
strain well. Two of the large com- 
panies that make up their accounts 
at the end of the calendar year have 
maintained their distributions at the 
higher levels established in 1959— 
the Union Discount at 1235 per cent 
(effectively increased in 1959 by the 
scrip bonus made in 1958) and 
Alexanders at the 10 per cent to 
which the dividend was raised from 
the 74 per cent of 1958. The one 
surprise, and an unhappy one, came 
from the National Discount, which 
has omitted the 2} per cent cash 








bonus paid in 1959 and is thus § 
reducing its total payment from 15 F 
to 12} per cent (compared with F 
12 per cent in 1958). This company F 
shows a steeper decline in its profit 7 
balance than do either of the other F 
houses, despite the fact that this year | 
no transfer has been made to con- [ 
tingencies reserve. On the contrary, 
the whole of that reserve has appar- 
ently been absorbed in writing-down 7 
the bond portfolio—and, even s0, F 
that is shown in the accounts at 
£577,000 (0.7 per cent) above the F 


market value. 


- Statistics—An Amendment 


A slight amendment has this 
month been made to the figures of § 
gross advances in all our tables of F 
clearing bank statistics, including the F 
regular tables on pages 144 and 145, F 
in order to bring them into line | 
with the aggregated monthly figures F 
issued by the Clearing Bankers’ | 
Committee while at the same time F 
providing comparability over a long F 
It will be recalled that in F 
October, 1958, when the clearing F 
banks’ statement for the first time 
disclosed the total of transit items 
(grouped by most banks with ad- 
vances) it also altered its total of 
gross advances—by adding in the F 
transit items of Lloyds Bank which F 
had previously been shown separately | 
in the combined statement (and still F 
are shown separately by Lloyds, § 
which remains the only bank to dis- § 
Since this F 
change destroyed the comparability F 
of the official series, The Banker 
continued to present gross advances F 
totals on the old basis for the sake § 
of presenting a long-term series. F 
Now, however, we have recompiled § 
this series on the new basis by add- F 
ing back Lloyds transit items for F 
the whole period in which they have § 
been segregated—i.e. since 1928 (see F 


period. 


close these figures). 


page 144). 
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A Policy for Growth? 


NLESS the outward signs are deceptive, the season of cere- 

bration in Whitehall that precedes the budget looks like being 

more than usually active this year—and perhaps more than 

usually fruitful as well. Certainly the Ministers most closely 
concerned with the management of the economy have lately been providing 
their audiences with much food for thought; and the unanimity of the 
press reports about the theme of the deliberations between the Prime 
Minister and the Chancellor last month suggested that some official assist- 
ance had been given in lifting the veil of seclusion that normally surrounds 
week-ends at Chequers. The precise kites that have been flown are less 
important than the central fact that some fairly hard thinking seems to be 
going on about the basic failings of Britain’s economy and about the ways 
in which they can be remedied. 

That the Prime Minister should have shown such a personal interest in 
this re-thinking is hardly surprising. Mr Macmillan is an expansionist, 
and the brutal fact is that Britain’s economy is no longer expanding— 
indeed on the latest indications it may possibly be dipping into a gentle 
recession. If this were the only trouble the remedy would not be difficult 
to devise. But unhappily, in contrast to 1958 when output last began to 
sag, the weakness of the balance of payments presents an obvious barrier 
to any policy aimed simply at stimulating home demand—particularly at a 
time when export markets are contracting. Moreover, despite the sharp 
cut-backs in production in many industries the labour market remains tight 
—the rise of 30,000 to 351,000, in the number of wholly unemployed 
(excluding school-leavers) between mid-December and mid-January was 
only three-quarters of the normal seasonal increase—and the pressure of 
wage claims severe. 

This conjuncture of falling demand, at home and overseas, and persistent 
pressure for higher wages has confronted the authorities with perhaps the 
most difficult problem of policy-making that they have faced since the war. 
The dilemma thus presented has been reflected in some striking differences 
of emphasis by ministers. ‘Thus the Chancellor assured the Overseas 
Bankers’ Club on January 16 that “‘ we . . . put the strength of our currency 
in the forefront of our economic policies . . . [we are] ready to make sacrifices 
at home that we judge necessary to keep inflation under control and to keep 
confidence strong in our currency abroad”. On the following day the 
President of the Board of Trade told a meeting of the National Union of 
Manufacturers in Liverpool that ‘“‘ there can to my mind be no doubt that 
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the first objective of our policy now must be to achieve a more rapid and 
more consistent rate of economic growth”’. ‘T'wo days later Mr Maudling 
announced the first major relaxation of the restraints imposed last year on 
domestic demand—by extending the maximum period of repayment for 
most hire-purchase contracts from two years to three. Presumably, no 
further ‘‘ sacrifices’? were deemed necessary from the motor and con- 
sumer durables industries. 

Clearly, the Government is torn between an urge to expand and a need 
to protect sterling and the balance of payments. Few will dissent from 
Mr Maudling’s assertion at Liverpool that the growth in Britain’s industrial 
production over the past five years (by an average of just under 24 per cent 
a year) has been “ disappointing measured against the quickening pace of 
science and technology in industry and the massive rate of capital invest- 
ment that we have now achieved”’. That disappointment has been sharp- 
ened by the fact that output has shown no increase since the first quarter 
of 1960—and, indeed, on the provisional estimate for November now seems 
actually to have turned downwards. The fear that is troubling many 
observers is that Britain may be condemned to another lengthy period of 
stable production, such as followed the breaking of the 1954-55 boom. 
These forebodings were well expressed last month by Sir Oliver Franks in 
his chairman’s statement to shareholders of Lloyds Bank (see pages 114 
to 118 and xlii and xliii of this issue): “If we are to mark time for three 
years out of every eight while others go marching ahead, then we are bound 
to fall behind the general progress’”’, he said—and turned to examine 
possible new weapons of economic control that might save the economy 
from having “to suffer a prolonged massaging . . . for small result ”’. 

This new emphasis on growth, which was powerfully underlined at a 
conference organized by the Federation of British Industries at the end of 
last year, partly reflects increasing concern about wage inflation and increas- 
ing scepticism about the possibility of countering it effectively in a society 


that is committed—and known to be committed—to full employment. If f 


wage inflation is inevitable, the argument runs, it is better to have it with 


growth than without it; moreover, the increase in production would itself | 


offset some of the increase in labour costs. Even on so fatalistic an argu- 
ment, however, the Government would still face some formidable problems 
of policy. While a deficiency of total demand is likely to reduce output 
without, in the short run at least, reducing prices or costs, an excess of 
demand will merely drive up prices and costs without increasing output— 
indeed, the shortages, wastages and blunted incentives associated with excess 
demand must hinder production and distort its pattern. Any policy for 
growth must, therefore, embrace methods of controlling demand. Accord- 
ingly, much attention has been devoted recently to examining weapons that 
strike—and strike quickly—at consumption rather than investment and 
that provide incentives to work, savings and efficiency. Not surprisingly, 
there has been much speculation about the possible contents of Mr Selwyn 
Lloyd’s first budget. Although the Chancellor’s intimation that “ there 
will be large increases in the estimates for next year” has been held to 
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preclude any substantial net reduction in the burden of taxation, the possi- 
bility of shifting some of the burden from direct taxation (particularly, 
perhaps, surtax) to indirect has been widely canvassed. The need for a 
short-term regulator of consumer spending as immediate in its impact as 
HP terms controls but more widely diffused in its effect has provoked 
much press discussion about the merits of using the weekly national insurance 
contributions specifically as an equilibrating device: the weekly payments 
could be speedily raised or lowered as the pressure on the economy 
changed. Similarly, a pay-roll tax falling on employers could provide a 
powerful incentive to use labour more efficiently. Certainly, there is much 
to be said for the addition of such weapons to the armoury of economic 
controls; Mr Maudling’s hint that it was hoped to stabilize HP controls 
at their new levels may well mean that the authorities are hoping to devise 
some other—and less disruptive—means of regulating consumer demand. 
His further hint, a week later, that tariff protection might be “‘ too high 
to be healthy ”’ pointed to another potentially effective line of action. 

By such incentives to efficiency the Government might hope to give 
new dynamism to the economy. But, quite apart from the external factors 
discussed below, there are some fairly close limits to what it can do unaided. 
The inflationary dangers of expanding domestic demand would be far less 
if the trade unions were prepared to drop some of the restrictive practices 
adopted in the days of mass unemployment and were willing to think in 
terms of real wages rather than money wages. Unhappily, there seems 
little prospect of any such changes: certainly the reported assertion of the 
TUC delegation that met the Chancellor last month that “the unions 
had done as much as they could towards helping to form better labour 
relations and to increase productivity” has a discouragingly smug ring. 


World Trade—“ The Feeling of Contraction ”’ 


In the immediate future, however, the main obstacle to growth is unques- 
tionably the weakness of the balance of payments. The expansion of the 
economy, as Ministers have stressed in the past six months, depends on 
the expansion of its exports. In the closing months of 1960 there was 
some sign of a recovery in exports from the depths plumbed in the summer 
—seasonally adjusted, exports in the fourth quarter were 2 per cent higher 
than in the third—but this may have been largely an effect of the delays 
caused by the London tally clerks’ strike in September. Clearly, there is 
yet no sign of any upsurge. Nor are world conditions favourable for one. 
The United States economy has run down rather more steeply than most 
observers had expected: the Federal Reserve Board’s index of industrial 
production dropped a further 2 points in December to 103 (1957 = 100), 
making a total fall of 7 points since July and of 8 points from the all-time 
peak established last January. The pace of expansion in continental Europe 
has shown signs of flagging, though the course is probably still upwards. 
More ominously, commodity prices have continued to weaken; most indices 
are lower to-day than at any time since the devaluation of sterling in 1949. 
The effects of this latest weakening in prices on the earnings of primary 
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producing countries is reflected in the sharp fall in their external reserves; 
it is almost certain that these countries’ capacity to import will be much 
lower in coming months. Truly, as Mr Selwyn Lloyd told the Liverpool 
Chamber of Commerce last month, “ there is the feeling of contraction in 
world trade ”’. | 

This feeling of contraction is at once an obstacle to expansion and an 
argument for it. ‘The external barriers to expansion are perhaps even 
stronger (psychologically) in the United States than in Britain. There the 
need to stimulate the economy (which is far more urgent than it is in 
Britain given an unemployment rate of 6.8 per cent) has to be weighed 
against the need to restore confidence in the dollar. A severe fall in 
American production or a world-wide flight from currencies into gold 
caused by distrust of the dollar could equally disrupt international trade and 


GOLD AND FOREIGN EXCHANGE RESERVES 


($ millions) 


Change 

End-1959 End-1960 in 1960 

United States - i 19,456 17,767 — 1,689 
Britain 3 ke na 2,736 3,231 + 495 
Germany .. + is 5,015 7,085* +-2,070 
France by Pe a 1,720 2,070 + 350 
Italy. . + se me 2,953 3,079 + 126 
Netherlands - ay 1,355 1,670* + 315 
Belgium... - a 1,222 1,386 + 164 
Switzerland. . se ae 2,036 2,296 + 260 
Japan m ea it 1,322 1,824 + 502 
South Africat - - 426 255 - 171 
Australiaf .. ‘a a 1,030 753 - 277 
New Zealandt i. i 246 185 - 61 
India 1 i. + 448 319 - 129 

* Approximate. + Central bank holdings. 


force deflation on the whole western economy. A tremendous responsi- 
bility rests on President Kennedy’s shoulders. But the present threat to 
the expansion of trade and production in the free world is not one that 
can be countered by America alone. It is an international problem that 
demands an international solution. 

Put bluntly, the threat has arisen because the expansion of the United 
States, Britain and many of the primary producing countries is now hin- 
dered by the weakness of their balances of payments while many of the 
countries whose balances of payments are strong are unwilling to let that 
strength be reflected in an expansion of domestic demand or to take the 
steps necessary to offset their current account surplus by an export of capital. 
The result is that international reserves have been redistributed in an un- 
desirable way. Last year the United States gold stock fell by nearly $1,700 
millions and its short-term liabilities probably rose by a similar amount. 
The outflow of gold and dollars from the United States thus probably 
totalled around $3,500 millions. ‘This should have represented a significant 
addition to international liquidity but unhappily most of the gold and dollars 
were in effect sterilized and not permitted to exert their natural effect on 


credit and interest rates in the recipient countries. More than $2,000 § 


millions of the outflow was absorbed by Germany, whose massive surplus 
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on current account was reinforced by a net inflow of capital—attracted 
mainly by the tight credit policy pursued by the monetary authorities. 
A further $950 millions was absorbed by other members of the European 
Economic Community, $500 millions by Britain (this was, however, matched 
by an increase in overseas sterling holdings) and another $500 millions by 
Japan. ‘Thus, in effect, the whole (and more) of the gold and dollars lost 
by the United States was accumulated by the industrialized countries of 
western Europe and by Japan. Most of the primary producing countries, 
on the other hand, suffered a severe drain on their reserves—a drain that 
in Africa was increased by a massive flight of capital. 

Plainly, the redistribution of reserves cannot continue on the pattern of 
1960 without having a highly constrictive effect on world trade. Admittedly, 
in recent weeks Germany has gone some way towards adopting the good 
creditor policies that her massive surplus so urgently demands. The 
subscription of DM 1,000 millions as German industry’s share of the 
Government’s overseas aid programme for 1961 has tightened liquidity and 
thus enabled the Bundesbank to reduce its discount rate by $ per cent to 
33 per cent (and to ease the liquidity controls on the commercial banks). 
But the aid programme of DM 3,500 millions ($833 millions) for this year 
does not size up to the strength of Germany’s current balance, and in a 
federal election year it seems unrealistic to look for the lead from fiscal 
policy that could permit a determined drive to bring down interest rates. 

In these circumstances officials both in Britain and in the United States 
have been examining ways in which the International Monetary Fund 
might play a more active part in the financing of world economic growth. 
Both the Chancellor and Mr Maudling were at pains last month to prepare 
the way for a more intensive use of the Fund’s resources; in particular 
both were concerned “ to disabuse people of the idea that a drawing from 
the Fund is a last resort, only to be undertaken at a time of grave crisis ”’. 
But they stressed that to meet the needs of the present situation “‘ drawings 
ought . . . to be concentrated on the currencies of the surplus countries ”’. 

Undoubtedly, the problem of international imbalance between Britain, 
America and most of the under-developed countries on the one hand and 
the Common Market countries and Japan on the other now presents one 
of the greatest obstacles to the expansion of the free world economy. Any 
policy for accelerating the pace of growth in Britain must necessarily include 
proposals for remedying that imbalance, since the expansion of Britain’s 
economy is inevitably dependent on the expansion of world trade. For 
this reason the prospects for re-expansion at home in the months ahead 
are not bright: on current indications output seems likely to sag further 
in the first half of this year. But the fact that the urge to expand has 
forced the Government to focus on the basic, long-term, problems of 
Britain’s economy is welcome. Fiscal reforms and new techniques of 
economic control can hardly be expected to produce any startling effects 
in the short run; but in the long run they could provide the incentives to 
efficiency and investment that are essential if Britain’s rate of growth is to 
match that of its continental neighbours. 
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Funding at Work 





HE awakening of public interest in the search for new instruments 

of economic control, discussed in our opening article this month, 

comes after a year in which the instruments of monetary and 

credit policy have been employed much more forthrightly than 
usual, and on an exceptionally wide front. ‘To the confirmed critics of 
monetary policy this may seem an entirely natural sequence: the very fact 
that after determined action from the monetary authorities there remains 
not only a serious gap in the balance of payments but also still a lurking 
inflationary threat to costs and prices may seem to them to prove all the 
more conclusively the inadequacy—even the futility—of any monetary 
action. But for those who think that monetary regulators have an important 
part to play in conjunction with other controls, especially fiscal ones, there 
is much that is heartening in the record of this past year. Indeed, if the 
criterion applied is simply the traditional one of effectiveness in controlling 
the money supply, then the measures of the past year have been quite 
strikingly successful. ‘There has also been some notable progress towards 
wider, Radclifhan objectives. 

On the simple test, the most striking achievement has been the halting 
of the long upward trend in the volume of bank deposits. In 1959, a year 
of banking freedom and of deliberate reflation, the aggregate net deposits 
of the clearing banks had risen by £400 millions, or 6 per cent, a rate sur- 
passed only in the Daltonian phase. Last year, as Table I shows, the rise 
was kept down to only £149 millions, to £7,314 millions, and the more 
refined figures for mid-December (available in the past two years only) 
show that in the twelve months to that date there was actually a fractional 
decline in true deposits (see Table III). Over the same period net deposits 
of the Scottish banks also declined, and more perceptibly, by £19 millions 
to £708 millions. 

This reversal of the trend of deposits has occurred, moreover, in spite 
of three developments any one of which might have been expected to 
involve a significant expansion of credit—an increase of some £400 millions 
in the net domestic cash requirements of the Government; a considerable 
decline in its receipts from National Savings from the record volume 
attained in 1959; and the expansion of (gross) advances of the clearing 
banks by a further £529 millions, to the new peak of £3,516 millions. 
This last movement, of course, represented a large reduction on the {718 
millions increment recorded in 1959; but with that exception it was still, 
in absolute terms, the largest ever experienced. 
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Admittedly, one highly important influence of a contractionary kind has 
come from the deterioration in the balance of current external payments. 
The swing of the balance on current transactions from the surplus of £140 
millions achieved in 1959 to the deficit of perhaps an equivalent amount 
in 1960 can be regarded as having reduced the borrowing requirements 
of the central Government more or less correspondingly. But this factor, 
important though it is, will have offset only about three-quarters of the 
increase in the Government’s requirements for cash on domestic account, 
before allowing for the effects of the fall in National Savings. In the 
absence, therefore, of a large improvement in the capacity of the Govern- 
ment to borrow in other ways outside the banking system, its need for 
cash, like the even more significant further expansion of bank advances, 
would have necessitated a net creation of credit through the banks. The 
fact that neither of these major borrowing processes has involved such a 
creation can be attributed in large part to the deliberate action of monetary 
policy. Fortunately, the workings of that policy can this year be traced 
with a degree of assurance and of reliable statistical documentation never 
possible hitherto—thanks to the new or improved statistics that have 
stemmed from the Radcliffe enquiry, and the analysis and explanations 
given in the expanded annual report of the Bank of England and in the 
first issue of its Quarterly Bulletin, published early last month. 


High Rates Attract “* Non-bank ”’ Investors 


This has been a year, indeed, in which the principles of funding policy 
have been followed with a high degree of success—if not in the widest 
sense of necessarily lengthening the average life of the national debt, then 
at least in the technical sense of selling stocks to the public with the object 
of keeping down borrowings on Treasury bills through the banking system, 
and at the same time of selling bills to non-bank investors in order to deny 
them to the banks, and so likewise to keep a taut rein on bank liquidity. 
Rather ironically as it now appears, this has also been the year of recourse 
to the instrument of direct control over bank liquidity—the ‘“‘ special 
deposit ’’ system of sterilizing liquid assets by fiat of the authorities, devised 
precisely because of the supposed impracticability of relying upon the 
“funding ” techniques to achieve the necessary constraint. But this new 
instrument, large though it has bulked in the thinking of bankers, and 
considerable though its influence may have been on banking policy at 
some points, still appears to have played a much smaller part in shaping 
the year’s credit pattern than have the interest-rate and open-market policies. 
These policies had the effect of making securities, bonds as well as bills, 
attractive to non-bank investors, and as the year advanced they were buying 
them at an unprecedented rate—up to the time when the gilt-edged market 
lost its nerve again in the closing weeks of the year. 

The introduction of the special deposit device, whatever its other dis- 
advantages, has not, then, yet been accompanied by the relinquishing of 
market techniques that seemed all too likely to result from it: up to date 
it has been used as a reinforcement rather than as a substitute for market 
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action. The decision at end-April last to make a first call for special 
deposits had seemed to many people at the time to confirm all too clearly 
that the Bank of England’s dramatic action in the gilt-edged market on 
February 24—when the Government broker’s dealing prices were abruptly 
dropped after the “‘ departments ”’ had taken in exceptionally large blocks 
of stock from the banks—had after all to be dismissed as the merely tactical 
adjustment that some official spokesmen had declared it to be. But now, 
in the light of the subsequent development of policy, that step can be 
clearly seen to have been the first move towards a bolder and more flexible 
attitude towards rates in the gilt-edged market, a change that seems to 
have carried the Bank further towards the general lines of policy advocated 
by the Radcliffe Committee than it would readily admit, or perhaps even 
recognizes. That Committee, it will be recalled, thought that the authorities 
must always take a “‘ view”’ of long rates, and regarded the influencing of 


gilt-edged rates as the central part of monetary policy. 


TABLE I 
THE CREDIT TREND, 1953-60 (Clearing Banks) 
(£ millions) 


1953 1954 1956 1957 1958 1959 1960 
Deposits .. .. +235 +247 +44 +273 +270 +164 
* Net ” Deposits* +216 +4188 +44 +211 +245 +149 


Liquid Assets .. +133 -— 78 +20 - 171 - 7] 
Cash... ee ee + 6 - 14 + 23 
Call money .. — 28 - 3 - 2 + 61 + % 
Treasury bills .. +156 — 139 + 5 — 218 — 197 
Other bills c Re ee ae +11 5 — + 7 


Special Deposits .. --- — — _ +144 


“Risk” Assets .. + 88 +273 -387 +22 + 43 +420 + 89 
Investments .. +127 + 78 — 337 — 36 + 68 + 54 —-392 — 440 
Advances . - FF +995 - 50 +58 — 25 +366 +718 +529 


* Excluding items in course of collection (but including transit items; see Table III). 


There are, indeed, many indications in the Bank’s report and bulletin 
of the authorities’ desire to keep up long rates as well as short as a deliberate 
act of policy, and specifically to sustain the former when short rates were 
brought down. During 1958 and 1959, when the underlying aims were 
reflationary, the authorities had been content to absorb large quantities of 
gilt-edged securities sold by the banks without enforcing any significant 
rise in yields on the market (and at times without resisting a modest fall), 
even though they were not then succeeding in financing more than a 
moderate proportion of these purchases by net sales to other investors. 
But early in 1960, when the underlying aim had swung towards restraint 
and Bank rate had been raised from 4 to 5 per cent, it was considered that 
‘in the light of developments in the economy as a whole, and bearing in 
mind the longer-run need to attract purchases of stock by ‘ non-bank’ 
investors, a somewhat higher level of gilt-edged yields would now be 
appropriate’. Having taken this decision the authorities were no longer 
prepared to smooth out the effects of bank selling as they had previously 
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done. (But they still could speak with two voices, for it is also recorded 
that the refusal then to support current prices against the weight of bank 
selling would have meant “ resisting the market trend” to an unjustified 
extent, implying that the Bank was merely bowing to the inevitable.) 

Nor was there any easing up in this policy after the recourse to special 
deposits. ‘Thus, when gilt-edged started to fall again in May, because of 
expectations of a further rise in Bank rate and fears of renewed bank selling 
to meet the calls, ‘the authorities, while giving some support, did not 
resist a gradual fall in prices”’. At the same time they were actively inter- 
vening to prevent a fall in the Treasury bill rate, driving the discount market 
into the Bank on fourteen occasions in the two months to mid-June; at 
the end of which period the Bank rate was raised again, to 6 per cent, and 
a second call made for special deposits. Similarly, the bulletin records 
that when gilt-edged steadied shortly afterwards, the launching of the new 
54 per cent Treasury Bonds, 1962, produced renewed falls in the shorts; 
and when the market generally began to rise a month later, partly under 
the impact of overseas demand, especially for undated stocks, “‘ official 
sales . . . tended to moderate the fall in yields”’. In September leverage 
was again effectively exerted under a sagging bill rate; and at end-October, 
when the first of the two 4 per cent reductions in Bank rate was conceded 
for international reasons, the Government broker made no change in his 
selling prices for medium and long stocks, “ indicating that a further fall 
in medium and long-term interest rates was not being encouraged ”’. 
Similar tactics were followed when Bank rate came down to 5 per cent on 
December 8—and the long market touched a new low. 


‘¢ Departments ’’ Swing from Purchases to Sales 


By this high-rate policy a dramatic change was brought about in the 
authorities’ debt management operations and in their influence on the 
volume of bank credit. Instead of being net buyers of Government stock 
on an unprecedented scale, the “‘ departments ”’ were soon enabled to make 
large net sales, in spite of the fact that their very success, by putting addi- 
tional pressure on bank liquidity, was causing the banks to run down their 
investment portfolios still further. By the end of 1959 the authorities had 
been net buyers for five successive quarters, by far the longest phase of 
uninterrupted support in the whole period for which these analyses are 
available (since the spring of 1951). In these fifteen months, as will be 
seen from Table II, their net intake of stock totalled £355 millions; it is 
instructive to note that in the longest phase of sustained support experienced 
before that, during the demoralization of the gilt-edged market in the last 
nine months of 1957, the net intake had been £255 millions. But in that 
earlier phase rather less than half the official purchases had been in effect 
represented by net sales by the domestic banking system (actually the 
discount market), whereas in 1958-59 the banking system had sold the huge 
total of £518 millions, or nearly 50 per cent more than the departments 
had bought on balance. The authorities’ comparative success in offsetting 
their intake from the banks by sales elsewhere had been confined, however, 
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to the first half of 1959; by the end of that year non-bank investors had 
themselves become net sellers, on a small scale. 

The change in direction resulting from the raising of interest rates did 
not, of course, occur immediately. Early last year, as in the autumn of 
1957, the first effect was to intensify the strain on the departments. In 
the first quarter of 1960 the net intake of stock mounted to the new peak 
of £345 millions—partly, of course, in consequence of the steep increase 
in bank selling that provoked the change in policy (the banks sold no less 
than 235 millions), but also because the uncertainty resulting from the 
sharp fall in the market led non-bank investors to sell heavily. Their net 
sales—amounting to £146 millions, including £33 millions from overseas 
official holdings—may not, however, have forced the authorities to lean 
more heavily on bank credit, since the rise in short money rates induced 
an even more striking demand for Treasury bills. Non-bank holdings of 
these rose by no less than {£238 millions, thus accentuating the seasonal 
pressure on the supply of liquid assets available to the banking system. 

Then, in the second quarter, the funding process got strongly into its 
stride. Non-bank investors as a whole took up appreciably more stock 
than they had sold in the first quarter, while reducing their Treasury bill 
holdings by only £66 millions, so that their quarter’s purchases as a whole 
were again in the region of £100 millions. ‘The absorption of stock actually | 
surpassed the amount sold by the domestic banking system, so that for the 
first time for eighteen months the authorities were restored to their more 
accustomed réle of net sellers—to the modest extent of £31 millions. The 
pace of their selling then rose dramatically. In the third quarter, the 
latest for which official figures are available, departmental net sales reached 
£202 millions, by far the best total since the rebound of confidence early 
in 1957 after the Suez scare (when, however, nearly half the stock sold by 
the authorities went in effect to the discount market). This massive 
funding was achieved in spite of some further selling from the banks; but 
that was again cushioned by purchases by the discount houses (whose 
ageregate bond holdings rose by over £90 millions in the first nine months 7 
of last year), so that net bank holdings fell during the quarter by only £39 
millions. Non-bank holdings as a whole thus expanded by no less than 
£241 millions, of which £53 millions was attributable to overseas official 
bodies and £188 millions to all others. And whereas a substantial part of 
the overseas official purchases represented a switching out of Treasury 
bills, the residual group of “ other home and overseas non-official” in- 
vestors increased its Treasury bill holdings almost as substantially as its 
bonds, so that its total portfolios rose by the extraordinary sum of £365 
millions. Over the nine months the take-up of securities by both groups 
reached £567 millions, of which £258 millions comprised gilt-edged. 

While these impressive figures may reasonably be regarded as some 
measure of the success of the high-rate policy in enabling the Government 
to sell securities outside the domestic banking system (though not all the 
purchases will have been attributable to the higher returns), they are not 
equally a measure of the effects exerted on the stock of money. ‘The com- 
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plicating influence here is the movement of short-term funds internationally. 
By raising rates the Government may be able to finance itself more largely 
outside the banks, but if overseas funds are responsive to the rise the 
Government will find that it has by the same process enlarged the amount 
of finance it needs—because the Exchange Equalization Account must 
borrow the sterling it delivers to foreigners against their offerings to it of 


their own currencies. A very large proportion of any foreign exchange or 
gold thus acquired will normally be, however, self-financing—to the extent 
that the sterling is employed directly in purchases of Treasury bills or 
gilt-edged, or in deposits with “ outside” institutions who thereupon buy 
such assets. It is only to the extent that the funds are left with the domestic 
banks, or are used to buy assets from customers of those banks who do 
not themselves use the proceeds to buy Government securities, that the 
volume of money, as usually defined, is raised by these particular financing 
needs of the Exchange Account. 


TABLE II 
GOVERNMENT SALES OF MARKETABLE SECURITIES 


Stock shown in bold figures; Treasury bills in italics 











stock and bills, which are all for quarter-ends. 
derived totals in the final column are liable to error. 
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OFFICIAL DOMESTIC BANKING ** NON-BANK ” 
SALES (+) PORTFOLIOS PORTFOLIOS 
Clearing Scots Discount Total Overseas Homeand ‘Total 
Banks Banks Market ficial Overseas 
Private 

1958: I + 122* + 45 — 3 + 2 + 44 maa na + 73* 
— 351 — 32] —15 —119 — 455 — 56 |. 160 +104 
II + 61* +- $7 + 4 + 33 +124 ee La, — 63* 

+. 39 + 30 — ] — 80 —- 51 45 1. 45 t+ 90 
III + 67* + 22 + l + 27 + 50 a sal + 17* 

+- 68 + 7] + 5 - 16 + 92 — 6 — 18 — 24 
IV — 109* —101 -~ § + 36 —- 70 — si — 39* 
+290 + 2 — f +-192 + 193 +- 87 - 10 + 97 
1959: I —- 60* -178 —22 + 20 — 180 ne os + 120* 
— 581* — 308 -—10 — 243 — 561 i ~ — 20* 

II —- 29 -118 -10 - 10 —-118 36 + §3 + 39 

+ 104 +14] 1 3 - 10 1. 134 — 7 — 23 — 30 

II] — 33 — 31 —- 1 a — 34 +. 4 — 3 2 

+- 189 + 139 — + 55 + 194 — 44 - 39 - § 

IV — 124 - 70 —14 — 32 -116 —21 + 13 - §8 

+ 302 + 6] + 4 + 130 +195 +92 + 15 + 107 

1960: I — 345 — 229 - 6 + 36 — 199 — 33 —113 ~— 146 
— 125 —277 — 6 — 80 — 363 + 7] + 167 4+. 238 

I] + 31 —123 —21 + 12 — 132 +59 +104 +163 

— 34 + 97 - 6 + 2] - 32 -— 4 — 62 — 66 

Il +202 — 62 —21 4+ 44 — 39 +53 +-188 +241 
+106 + 24 +22 — 77 — 3] —40 +177 +137 


. * Includes securities sold to (or bought from) Banking Department of Bank of England. 


Note: Periods are between bank make-up dates except for (i) stock figures throughout 
1958 of Scots Banks and Discount Market (ii) “‘ Official Sales ” figures in 1959, I, for both 


In these instances, therefore, the relevant 












Provided, therefore, that the rise in interest rates induces purchases of | 
securities by domestic non-bank holders as well as by overseas holders, g F 
contractionary influence is likely to be exerted on the volume of money— f 
though not to the extent implied by the statistics of ‘‘ residual’ non-bank 
purchases (in which the domestic element cannot yet be disentangled from | 
the ‘‘ non-official overseas”’). This external factor has plainly been of 
great importance during the past year, and most notably in the third quarter, f 
The Bank of England estimates the net inflow of private overseas funds in 
that quarter at around £250 millions, and considers that a “‘ substantial” 
part of this sum went into Treasury bills or Government stock; but since 
the total take-up of those securities was £365 millions, that still implies a 
major expansion in the holdings of the domestic public. ‘There was also 
a significant growth during the year in the net take-up of tax certificates, 
which may have been due in part to the rise in rates. 

Altogether, there can be little doubt that the net sales of securities to 
non-bank domestic investors during the year as a whole have been such as 
to exert a much bigger quantitative effect on the banking system than has 
the new instrument, the special deposits—which, when the second call had 
been paid up, aggregated no more than £150 millions. The Bank’s bulletin 
suggests that in the absence of these calls the banks would not have sold § 
investments so heavily and might not have been quite so strict in their 
discipline of advances. But, given the degree of tension put on liquidity 7 
by the market techniques, it is doubtful whether the absence of the special F 
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TABLE III 
CLEARING BANK AGGREGATE FIGURES 
(£ millions) 
(For comparison of the principal ratios, see the regular series of tables on pages 144-5) 
Average of 


1959 1959 1960 1960 1960 Months} 

Dec 16 Dec 31 Nov16 Deci4 Dec 31 1959 1960 & 

Deposits. . P .. 7439.0 7666.6 7298.5 7523.2 7830.9 6935.4 7235.8 © 
Current accounts .. 4417.0 ‘% 4156.9 4295.7 - 4063.8 4207.5 © 
Deposit accounts .. 2506.8 al 2573.4 2588.5 ei 2430.6 2515.1 § 















‘“‘ Net’? Deposits (i).. 7043.0 7165.0 6923. 7069.7 7314.0 6606.7 6866.9 © 
(ii).. 6902.5 a 6789.4 6901.1 ea 6499.0 6741.9 © 
Liquid Assets .. .. wee Fee 
Cash .. ii .. 600.4 634.9 593. 615.4 658.2 564.8 588.7 
Call money .. . Sead 6d Bes: 623.3 709.9 488.7 561.9 
Treasury bills. . .. 1218.3 1214.5 989.5 1006.0 1016.9 1088.7 1006.4 
Other bills... .. 9.3  We.t “Fee. 154.7 166.0 134.5 142.0 





5 
9 
4 
3 
4 
2287.6 2399.4 2551.1 2276.7 2298.9 
1 
6 
5 
4 
6 


Special Deposits. . Me — — 142. 143.4 143.6 — 74.4 









“Risk ” Assets. . .. 4655.4 4697.8 4652.1 4685.3 4786.6 4466.3 4654.8 
Investments .. .. 1719.9 1710.4 1289.4 1288.0 1270.5 1836.3 1407.4 
Govt securities .. 1596.9 . 1159.5 1158.6 = 1718.6 1277.0 
Other i - 123.0 - 129.9 129.4 ou 117.5 130.4 
Advances ae .. 2935.5 2987.4 3362.7 3397.3 3516.1 2630.0 3247.4 
Net advances* ~~ a? a. 3237.9 3228.7 ae 2523.0 3123.3 
State Boards ea 81.7 ne 83.9 70.2 *) 73.3 72.2 

All other .. : 2713.2 3154.0 3158.5 a 2449.7 3051.1 





(i) Excluding items in course of collection. (ii) Excluding all transit items also. 
* Excluding transit items. + Calculated at make-up dates. 
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deposit would have made much difference—if only quantitative factors had 
been in question. Liquidity ratios were generally below normal by more 
than the 2 per cent cut back by the calls, and the year-end ratio, though 
better than had been feared (at 32.6 per cent) was easily the lowest since 
the ratio conventions were re-established after the war. 


Advances and Money Turnover 


The quantitative aspect of the special deposit has not been, however, by 
any means the most important. When the system was first devised, it was 
put forward as an alternative to the direct control of advances: the direct 
control of liquidity, it was implied, would instead set limits only to the 
banks’ deposits and total assets, leaving them more or less free to decide 
the distribution of those assets—subject, of course, to the influence exerted 
by the authorities’ market operations. But in fact, the special deposit, 
instead of being used only in this quantitative way, has been endowed with 
coercive force that has been directed towards reimposing, in unobtrusive 
form, direct influence upon advances. Hints from the authorities had 
early in the year combined with the natural pressure of banking ratios— 
including the rise in the advances ratio towards the level it had left behind 
in the early ’thirties—to induce a closer scrutiny of certain forms of new 
lending. And it is possible that the further tightening-up in lending 
standards that took place later would have gone rather more slowly had it 
not been for the veiled threat of tougher use of the special deposit. But 
it still must be borne in mind that this threat, like the threat from the 
market strains on liquidity, was made the more formidable by the tougher 
use of interest rates—notably by raising the cost of selling investments. 
In any case, unless the banks are to resort to drastic calling-in, there are 
decided limits, as Sir Oliver Franks has recently explained in some detail, 
to the speed with which a trend in outstanding advances can be altered, no 
matter what device is used to influence that trend. 

Thus, even when the criterion of monetary restraint is shifted to the 
performance of advances rather than deposits, the achievement of the 
market devices in this year of more forthright action may still be regarded 
as significant. ‘Their most obvious achievement has, of course, been to 
control the stock of money: the use of Bank rate, as well as longer rates, 
has been shown to be more effective for this purpose than many people 
had thought it could be. But the halting of the rise in money stock has 
been accompanied by a further rise in the rate of money turnover (see 
page 129). ‘That raises a major question that goes well beyond this sphere 
of analysis—the question of how far the rise in interest rates has affected 
the liquidity and willingness to lend of other institutions than the banks, 
and has otherwise exerted restraint on the economy. Here the contri- 
bution from monetary policy cannot be assessed statistically, but it can be 
clearly discerned at some points. There has been plenty of evidence 
recently that the new caution induced, for example, among the hire- 
purchase finance houses has by no means been solely due to the impact 
on them of the reimposition of direct controls over their terms of lending. 
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India’s Third Plan 


By PAUL BAREAU 









NEW DELHI, end- December 


NDIA’S second five-year plan is drawing to a somewhat muted close, | 

It had to be cut, partly because of the inadequacy of foreign exchange [ 
resources, but also because of the awakening of the Indian authorities 7 

to the dangerous extent of the inflation induced by deficit financing at F 
home. Over the course of the plan such deficit financing—which a former 
Indian finance minister, Mr Krishnamachari, candidly admitted was “a F 
euphemism for printing notes’’—amounted to Rs 1,175 crores (£880 F 
millions). For the whole period of the third five-year plan the prospective F 
domestic deficit is being kept down to Rs 550 crores (£410 millions). 
The first five-year plan, which covered the period 1951-56, had been a F 
modest and careful estimate of what could be done with available resources. F 
It was rather more than fulfilled. In retrospect, its most striking achieve- f 
ment was perhaps that during this period of five years India was able to F 
maintain her external reserves at a comfortably high level: they stood at — 
£585 millions at the end of 1951 and by the end of 1955 they had only F 
fallen to £553 millions. The Indian authorities, however, argue that this F 
was a mark of the inadequacy and excessive cautiousness of the plan. They F 
made amends for that mood in the second plan, which was a statement of F 
India’s minimum needs, an act of faith made without undue concern for 7 
detailed precision in discovering whence—or indeed whether—the external 7 
resources would be forthcoming. In the event, they were not forthcoming F 
on anything like the anticipated scale. The result was not only a marked F 
deceleration of the plan but a much more rapid depletion of India’s sterling 7 
balances than had been envisaged. At the beginning of the second plan F 
these balances amounted to £535 millions; they have now fallen almost to F 
£100 millions, an irreducible minimum required for normal working § 
balances and for supplementing India’s modest gold reserve of £88 millions f 
as backing for the currency. 
The third five-year plan, which is to open on April 1, follows the pattern F 
and character of the second. It also is an act of faith. Its objective is 
modest: to raise average income from £25 to £27 per head (the second F 
plan succeeded, in real terms, in raising it from £23 to £25). That 
pitifully modest target has to be seen against the stream of a tremendous F 
increase in population. The best, though somewhat haphazard, estimate 7 
of the present population is 420 millions, the current rate of increase 8 F 
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8 millions a year. Not surprisingly, “‘ family planning’ has been made an 
inherent part of the third plan, and “ improvident maternity’ made a 
public enemy in a campaign now being waged throughout India. The 
plan will begin with the exchange coffers virtually empty and the need for 
external assistance stepped up from the Rs 982 crores (£740 millions) that 
was actually secured during the second plan to Rs 2,800 crores (£2,100 
millions). ‘The first meeting of potential contributors is due to be held 
in Washington in March. It will be composed of the customary con- 
sortium of representatives of the World Bank, the United States, Britain, 
Germany and Japan. So far no precise or global promises have been 
made—in contrast to a commitment from Russia to make 500 million old 
roubles (about £50 millions) available. To the Rs 2,800 crores of foreign 
exchange that will be needed over the next five years to pay for net imports 
must be added a further amount of at least Rs 400 crores to meet external 
debt that will mature during that period. The only hope of meeting those | 
maturities is by refinance in one form or another. If, therefore, the plan 
is to work on anything like the pattern that has been designed for it, the 
western world had best prepare itself for the most massive and most con- 
sistent programme of aid that has ever been provided to any one country. 


Industrialization—the Stalinist Phase 


A visit to India, after an absence of four years, has convinced me that 
this aid is justified and that reasonably constructive use has been made of 
the substantial assistance that was given to India in the term of the second 
plan. If during this visit the small group of investigators, of which I was 
a member, have tended to focus on the mistakes and weak spots, it is in an 
endeavour to ensure that, both for the sake of India and of the countries 
providing assistance, the substantial resources that will be made available 
are used to the best advantage. The criticisms should not hide the fact 
that India is making rapid advances towards the goal of industrialization 
that it has set itself in this succession of five-year plans. Without these 
plans it is difficult to see how the necessary external and domestic resources 
could be mobilized. India has all the potential requirements to be a great 
industrial nation: most of the essential basic raw materials are there; above 
all, there is an abundant supply of cheap labour that can acquire industrial 
skills after an astonishingly short apprenticeship. One day India will be one 
of the industrial giants of the world—though that day lies further away 
than the planners in India believe. The assumption one hears widely in 
New Delhi is that within the next ten years India will have reached the 
point of self-generating industrial expansion at which the country will no 
longer be dependent on external aid. A safer estimate would defer that 
milestone to a time twenty, or perhaps thirty, years distant. 

India is still endeavouring to create a “socialist pattern of society ”’ in 
which most of the ‘‘ commanding heights ’’ of industry will be state-owned. 
Coal, steel, oil, fertilizers, are among the industries that lie within the 
confines of the public sector. That, at least, is the doctrine; but the 
practice is a good deal more elastic. The major part of the country’s steel 
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output, for example, is still attributable to the private sector, in particular 
to the Tata Iron and Steel Company. ‘Tata directors admit ruefully that 
they are in effect in the public sector because “ we are told what to roll, 
to whom to sell it and at what price’; but there is no mistaking the gleam 
of private enterprise efficiency in and around the Tata plants in Jamshedpur, 
Tata is even hoping that a fourth steel plant, which is under consideration 
in the new five-year plan, may be earmarked for the private sector, the 
whole of the capital being provided by the United States, which it is hoped 
would construct the plant. The managerial skill would be provided by 
Tata. Such a project would complete an interesting international pattern 
of steel enterprises in India. During the second plan three new steel 
plants, with a combined capacity of 3 million tons a year, have been built 
for state ownership, one by a British consortium at Durgapur, another by 
a German group headed by Demag-Krupp at Rourkela, and the third by 
the Russians at Bilhai. 

Indian planning is still in its Stalinist phase, with the emphasis on heavy 
industry and on “‘ machines to make machines”. This is a consciously 
ordered scale of priorities which has as its objective the self-sufficiency and 
self-generation of further industrial expansion. But it has the grave dis- 
advantage of producing exceptionally potent inflationary side-effects. The 
vast outlay on capital goods pumps a large and steady stream of purchasing 
power into the economy without resulting (for a considerable time at least) 
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in a corresponding production of consumer goods. Agriculture lags way 
behind in the plan. The output of cloth, the other staple of consumption 
is the Cinderella of the plan. It is hardly surprising, therefore, that the 
cost of living should have risen by 35 per cent over the past five years. 
In a truly Stalinist economy the necessary compression of consumption and 


| generation of forced savings would have been secured by the familiar 
compulsions of autocracy. But in a democratic socialist society the powers 


of compulsion cannot be so rigorously applied. Nor, on the other hand 
could monetary controls be effective in a setting so far removed from a 
money economy as that of contemporary India. 


Private Enterprise—No Back Seat 


The main impression one gets of the new industrial India, therefore, ‘is 
one of buoyancy tinged with inflation. The private sector may be rele- 
gated to second place in the plans, but fed as it is by the immense overspill 
from the public sector, it flourishes. There can be few countries in which 
it is easier for the keen entrepreneur (and there are plenty in India) to 
make money. He is helped in this by the Indian authorities’ devotion to 
the cause of cheap money: in a country where capital is extremely scarce 
and where it is priced at usurious rates in free markets, such as those of 
the money lender, the banks and the official central and provincial credit 
agencies are lending at rates ranging from 43 to 6 per cent. The industrial 
belts widening around such centres as Bombay, Calcutta and Madras testify 
to a vigour and expansion that defies all the provisions of the plans and 
the licensing controls that exist to keep the private sector in check, but 
are somehow circumvented. The new industrial proletariat, which is 
developing as a by-product of the expansion of heavy industry, wants 
consumer goods. Some of these industrial suburbs in which it is housed 
are sordid and ugly. But beneath their defects it is possible to discern the 
emergence of a better dressed, better fed, bicycling industrial middle class 
—the leaven that in the very long run may send India headlong across the 
“break through’ and into the “take off’. (The Rosftow jargon comes 
instinctively to mind in India.) 

In this bubbling private sector, foreign enterprise is exceptionally active. 
The pre-1960 doctrine that private enterprise would be tolerated only on 
condition (1) that it provided on long and relatively generous terms the 


_ whole of the foreign exchange required for its investment, and (2) that it 


_ should be the junior partner in its collaboration with Indian capital, has 


been modified. The foreign exchange needed for any new project still 


has to be provided, though the dividends that may be earned and remitted 
| on it can now exceed the 6 per cent at which graduated tax used to set a 
| virtual ceiling. Moreover, the Indian Government is now prepared to 
_ allow the foreign partner to become the majority shareholder. 


These partnerships have provided some of the show pieces of the new 


industrial India. The joint enterprise of Tata and the German firm of 


Mercedes is producing lorries of a quality well up to European standards. 
The same is true of the Leyland vehicles that are being made near Madras 
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and where the Leyland capital participation now exceeds that of the Indian 
Ashok partners. Near Madras, too, Tube Investments is producing 
bicycles by the thousands and for a market to which no point of saturation 7 
can be in sight for decades to come. Clearly, as long as India is in dire F 
need of external capital, no restrictions will be placed on the remittance of F 
dividends earned on these private investments. ’ 
After foreign exchange the next most important shortage in the Indian § 
economy is that of really competent managers and administrators. The § 
Prime Minister, Mr Nehru, is well aware of it. He told us: “‘ We can § 
build a factory in two years; but it takes twenty years to build the experience 
and traditions that will make a good manager’’. ‘There are good manager F 
in India, but they are, for the most part, to be found in private industry 
where the rewards are greater than those offered in the public sector, § 
There are good administrators—but they are the “thin red line”’ of the 
former Indian Civil Service. ‘Though promising young civil servants are F 
being trained, the tasks that are being entrusted to the Civil Service by § 
the five-year plans and the vast extension of the public sector are straining 
the available resources to breaking point. 
For some time to come many of the new enterprises that are being built F 
for the public sector will have to depend on foreign management. The 
three ultra-modern steel plants that have emerged from the bush over the F 
past five years are a case in point. ‘They are the best the world can produce, F 
but all too easily they could be wrecked by inexpert management. The § 
damage caused to the first blast furnace in the German plant by an im Ff 
petuous decision to be the first to produce pig iron and so cock a snook 
at the Russian and British plants is an object lesson. On the other hand, § 
many of the state enterprises we visited, including the wagon factory near 
Madras and the machine tool factory at Bangalore, will stand comparison F 
for lay-out, efficiency and “‘ good housekeeping ” with any similar plants in § 
the world. : 
But undoubtedly, the balance of payments is the Achilles heel of India’s © 
industrialization plans. ‘The major industrial developments—the new ste¢! © 
plants, the heavy electrical machinery factory, the fertilizer plants and the 7 
other “‘ monumental ”’ investment projects are not likely to lead directly 7 
to a larger flow of exports. They are intended primarily to serve the > 
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domestic market. 
indirect effects that one can visualize the product of these investments 
ever earning the service of the external loans that have created them. 

In the public sector some investment decisions have been influenced by 
political rather than economic considerations, as, for example, in the siting 


It is only by following a very devious sequence of 


of oil refineries. There is constant pressure by the States to have new 
enterprises established in their boundaries—as, for example, the demand 
by Mysore to set up a steel plant in the south, a demand backed by very 
dubious claims in favour of using lignite deposits in a process that has not 
proved particularly successful when used in Europe. 

The resulting tendency towards high costs, despite the relatively low 
level of wages, is to be found not only in the public sector but in the private 
as well. In privately-owned industry it is the product not of uneconomic 
siting but of the absence of effective competition, itself largely the result 
of Government policies. There is no competition from imports. The 
balance of payments forbids it. So also does the policy of the Government 
of withholding import licences for any goods that can be manufactured in 
India—whatever the cost. And for many individual firms the element of 
protection is further strengthened by the policy of the Government, when 
granting manufacturing licences, to concentrate the production of a certain 
type of product in one firm. Thus, one firm makes light trucks, another 
medium and another heavy. The medium-sized motor car has been 
reserved for one enterprise. Obviously, the result could be shoddy manu- 
facture, high prices and excessive profits. If the Government wishes to 
entrust a considerable part of industrialization to private enterprise, it 
should ensure that the discipline of competition can do its salutary work. 


Loans—or Grants-in-Aid ? 


These defects bear on the balance of payments both directly and indi- 
rectly. Not only will the firms and industries thus protected be unable to 
develop export markets; but by making India a high cost economy the 
restrictions could gravely handicap the industries and trades on which 
India traditionally depends for her export earnings. Given the very 
doubtful prospect for India’s long-term balance of payments, one is bound 
to question whether some of the external capital that is being invested in 
India through official channels should not be frankly considered as grants- 
in-aid. ‘To all intents and purposes the export of American foodstuffs 
under Public Law 480 against payment in rupees is already so considered. 
The real facts may be recognized when India’s creditors meet next March 
by deciding to channel part of required assistance through the “ soft loan ” 
facilities of the new International Development Association. A good deal 
of bad blood and disillusionment will be avoided if the West accepts the 
likelihood of having to write off as a good and constructive deed part of 
the assistance that is being made available to India. The third five-year 
plan, and those that will follow it, deserve this support on the ground of 
political prudence, on the promise of expanding markets and, last but not 
least, on sheer humanitarian and moral considerations. 
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Money Still Under 


Review 






By HAROLD ROSE 







OT the least service rendered by the Radcliffe Committee has 
been the stimulus given by its Report to a continued reassess- 
ment of the role of “money” in both theory and practice. 
In recent months we have had another opportunity of con- 
sidering commentaries on this question by members of the Committee* 
itself, as well as the views of one of its leading critics, Mr Manning Dacey.t F 
In Money under Review Mr Dacey returns to an examination of the 
crucial part played by the banks’ liquid assets, rather than by their cash 
reserves alone, in determining the level of deposits. We owe much to 
Mr Dacey (as to Mr W. T. C. King and Professor Sayers) for having 
convinced us that, as long as the banks’ other liquid assets can readily be 
turned into cash at the Bank of England, their cash reserves will be adapted 
to fit their deposits rather than vice versa. ‘The fact that the size of the 
Treasury bill issue is not directly affected by an increase in Bank rate, § | 
unlike the response of the volume of commercial bills in the nineteenth F | 
century, has made it necessary, as Mr Dacey stresses, to look to sales of 
long-term securities as the orthodox means of controlling the level of F | 
d 

F 




































deposits. In his chapter on “‘ pyramiding’”’ Mr Dacey clarifies the rela- 
tionship between the quantity of money and government borrowing from F 
the banks in the form of marketable securities as a whole. He also indicates F 
a number of points of detail, such as the omission of the “‘ cheques and fF © 
balances” item from the Report’s treatment of the ratio of advances tof ¢ 


deposits, where the Radcliffe Report appears to be incorrect or inadequate. b 
His chapter on the control of the note issue, too, appears to me to be more F if 
satisfactory than the discussion of that matter in the Report. , 3 


Mr Dacey has therefore made another valuable contribution to or— ™ 
understanding of the banking system. His concern with the mechanics — 








* Professor A. K. Cairncross: ‘“‘ Monetary Policy in a Mixed Economy” (Wicksel — in 
Lectures, Stockholm, 1960); Sir Oliver Franks: ‘‘ Some Reflections on Monetary Policy” § 
(Dorab Tata Memorial Lectures, 1960); Professor R. S. Sayers: ‘“‘ Monetary Thought and 
Monetary Policy in England ”’ (Presidential Address to Section F of the British Association). > In 
[This last paper was reproduced in full in The Banker last October; see also the discussion, & ris 
“* Radcliffe Revisited ’’, by Thomas Wilson, in that same issue.—.D.] ; 


+ W. Manning Dacey: Money under Review, Hutchinson, 1960, 25s. 
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controlling the quantity of money is based on a conviction that the Rad- 
cliffe Committee was wrong in contending that control of the money supply 
should be regarded only as one part of the wider need to influence the 
“liquidity position ’’ of the economy as a whole. Therefore much of what 
Mr Dacey has to say, such as his argument in favour of associating a high 
long-term rate of interest with a low Treasury bill rate, by the use of the 
proceeds of gilt-edged sales to redeem Treasury bills, rests on the con- 
tention that control of the quantity of money still deserves to be considered 
as the paramount object of monetary policy. 

Unlike those of us who bow to Keynes on this matter, Mr Dacey does 
not admit that a change in bank deposits affects expenditure mainly by 
operating on the public’s choice between these and other financial assets, 
and, therefore, on the behaviour of interest rates. He agrees that a rise in 
interest rates will be disinflationary, but for him this is a totally subordinate 
matter. Instead, Mr Dacey sees a more direct and fundamental link 
between the stock of deposits and currency and the flow of total expenditure 
that this stock will be used to support. Depress the level of deposits, says 
Mr Dacey, and, except when we expect raging inflation, the public will 
eventually protect its holdings of deposits and currency by checking its 
expenditure on goods and services. He believes this because bank deposits 
and currency form the predominant medium of exchange. He regards 
them, therefore, as assets of which we feel strongly obliged to hold a certain 
quantity as a first-line reserve of purchasing power. 


Money Balances and Expenditure 


The prescription recommended by Mr Dacey is to my mind uncon- 
vincing. His argument is based on the premise that the public is bound 
to maintain a particular ratio of bank deposits and currency to its expendi- 
ture on goods and services, just because of the use of “‘ money ”’ as a means 
of payment. Even if we ignore the possibility, raised by Professor Sayers, 
that other assets may one day be used for this purpose, it is hard to find 
any basis in either theory or practice for believing that this ratio necessarily 
possesses any predictable degree of constancy, even in ordinary times. 

The Radcliffe Committee appears to me to be right in saying that, in 
considering whether we shall be able to finance a proposed level of money 
expenditure, we usually take into account not only our existing money 
balances, but also the stock of other financial assets that we should expect, 
if necessary, to be able to exchange for money, as well as the likelihood of 
increasing our individual money balances through a prospective increase in 
income or through borrowing. Sir Oliver Franks may have put his finger 
on one particularly vital source of this financial self-confidence when he 
reminds us of the existence of unused overdraft limits as a normal, and 
indeed, inevitable, feature of British banking practice. 

It is true that, in examining the réle of non-money liquid assets and the 
institutions that create them, we must not forget that interest rates will 
ise as the money-expenditure ratio diminishes, and that financial insti- 
tutions may become less open-handed as would-be spenders act on their 
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it is to be regretted that the Radcliffe Report did not devote greater 
attention to this. But I cannot find in Mr Dacey’s book, or in the view 
of others who appear to sympathize with the so-called ‘‘ Quantity Theory 
of Money ’’, any firm indication of what assumption the authorities should 
actually make about the minimum ratio of money balances to expenditure 
that the public could be expected to defend in any given circumstances, 

Even if we look at the very foundations of Mr Dacey’s argument, we can 
find cracks that are analytically destructive. For Mr Dacey is well aware 
that, when expectations of rising prices take hold, the public is likely to 
treat money as more of a liability than an asset and to seek to reduce the 
ratio of money balances to expenditure by increasing its spending. This 
surely undermines the hypothesis that the convenience of money as a 
means of exchange makes imperative a particular ratio of money balance 
to expenditure, even in so-called ordinary times. For it is not the case 
that the authorities need consider only two extreme situations, one in 
which there is no fear of inflation and another in which the fear is dominant; 
in between there lies a range of economic conditions in which the choice 
between money, other financial assets and goods is liable to undergo a 
correspondingly wide variation. 

Owing to the stabilization of deposits last year the ratio of the quantity 
of money to national income in 1960 was the lowest since the first world 
war. It has fallen below that of 1958-59, a year in which there was no 
inflation and in which, it would appear, the ratio was not far from what 
Mr Dacey would regard as a likely constant. Despite this, the economy 
has experienced a certain degree of inflation over the past year; and the 
fact that the pressure of excess demand has not been even greater appears 
to have been due much less to the stabilization of bank deposits than to 
the deterioration in the balance of payments and the imposition of hire- 
purchase controls. It is difficult to see anything in the existing ratio of 
money supply to national income that would justify assuming that it will 
be regarded by the public as a “‘ minimum ”’. 


Money Balances and “ Liquidity ”’ 


Were Mr Dacey near the truth one would expect now to find certain 
forms of acute strain already developing within the financial system. One 
would expect to see, among other things, the spread of business insolvency; 
the appearance of high rates of cash discount within the field of trade credit; 
and above all a sharp increase in the rate at which all forms of liquid assets 
other than money, such as National Savings, building society deposits, and 
Treasury bills held outside the banking system, were being encashed. Of 
such strain there is no sign at all; indeed, as Mr M. Gaskin has recently 
pointed out,* despite the compression of the money-expenditure ratio, the 
proportion of deposit to current accounts with the banks has actually 
increased over the past ten years, one sign of an ample money supply. 

The public can be induced to accept a smaller ratio of money balances 


* “ Liquidity and the Monetary Mechanism ”, Oxford Economic Papers, October, 1960. 
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plans and compete for scarce funds by selling liquid assets or by borrowing; : | 
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to income than the present if offered attractive terms on which they can 
give up money in favour of other financial assets—in general, that is to say, 
if offered higher rates of interest. Just how much interest rates would 
have to rise to persuade the public to accept a particular reduction in their 
money-expenditure ratio is a matter for debate; and one feature of the 
Radcliffe analysis is the conclusion that the potential supply of near-money 
assets helps to prevent the rise in interest rates resulting from a fall in the 
ratio from being large enough to affect expenditure much. How much 
elasticity the financial mechanism may possess at this point is open to 
argument; in my opinion the Radcliffe Committee may have taken too 
extreme a view, but Mr Dacey appears to me to be wrong in denying the 
velocity of circulation any elasticity at all in the short-term, beyond a point 
that we are presumably asked to infer is not far off. It is surely also a 
mistake, in considering whether any particular section of the community is 
likely to regard as ‘‘ adequate ”’ a particular ratio of money stock to expendi- 
ture, for Mr Dacey to deduct overdraft liabilities from deposits, so long as 
the banks’ customers feel confident that their overdrafts will not be called in. 
Not only do we, individually, borrow in order to achieve a given state of 
gross liquidity, but the repayment of one person’s overdraft allows his bank 
to extend it to another. 

Mr Dacey is clearly right, on the other hand, in his assertion that we 
cannot measure the effective liquidity of the economy simply by adding 
up the total of all types of liquid asset in existence, in that the encashment 
of non-money assets places a corresponding strain on the institutions of 
whose liabilities they form a part. On this matter the Radcliffe analysis 
is incomplete, but Mr Dacey is unjustified in extending this line of 
reasoning to the conclusion that, because one person’s financial assets is 
the liability of some institution, the community as a whole cannot think 
itself to be more liquid owing to its possession of near-money assets. 
The mere operation of the law of large numbers enables financial insti- 
tutions to regard their probable effective money strain as less than the sum 
of the assets that their liabilities represent in the hands of the public; this 
is, of course, the basis of banking itself. 


Deposits and Advances 


Although I should agree with Mr Dacey that the continued depression 
of the ratio of money supply to national income from its present level may 
well have a more significant disinflationary effect than in the nineteen- 
fifties, there will continue to be some “‘ excess money ” in the system, or, 
to use the language of Keynes, some idle balances. Once this is granted 
certain other arguments presented in Money under Review are weakened. 
For example, Mr Dacey contends that a switch on the part of the banks 
from investments to advances cannot be inflationary because the securities 
sold simply absorb current saving. This obviously need not be the case 
if the existence of idle balances is admitted; and the most important 
monetary feature of 1960 is likely to prove to have been not the stabilization 
of deposits but the continued rise in advances, which it is tempting to 
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mittee acknowledged the “‘ diffused difficulty of borrowing ”’ that followed 
from the limitation of bank lending in 1955. 


Fiscal Policy and Funding 


One can readily sympathize with Mr Dacey in his criticism of the inept- 
ness shown by the authorities in their gilt-edged policy up to 1958. In 
particular, he argues that more gilt-edged sales could have been carried 
out in 1954-55 by a bolder use of interest rates, and in that event we might 
to-day have been working satisfactorily with a long-term rate of interest 
somewhat lower than that which has emerged. But, on this subject one is 
bound to ask whether Mr Dacey does not claim too much. His test of 
whether the authorities should press gilt-edged stock on the market is 


simply that of whether inflation still exists—this being his criterion of | 


whether there remains a stock of “‘ excess’’ money. He dismisses too 
easily the effect on interest rates of putting the gilt-edged market on notice 
that the authorities (and the banks) will be active sellers in such circum- 
stances. 

His belief that the authorities would still then be able to be large sellers 
of long-term stocks at tolerable prices rests on the postulate that, once the 
rate of interest had risen above the level that investors regarded as a long- 
term “norm’’, the necessary support for official sales would be forth- 
coming. But the events of the last two years, in which the long-term rate 
has risen from 4? per cent to a 53-6 per cent basis in conditions of only 
mild inflation, throw doubt on the idea of an expected “ normal ”’ rate, at 
least in the long interval following the displacement of old ideas. If we 
bear in mind the existence of industrial financing in the form of equities 
as well as fixed-interest securities, the task of identifying the “ right ’’ level 
of long-term rates in conditions of continuing full employment—the right 
“gear” of the Radcliffe Report—is seen to be difficult for the investor 
and the authorities alike. As Mr Dacey advises the authorities to follow 
the market’s lead in these matters, I suspect that his policy would have led 
us last year to a much higher level of long-term rates than he may envisage. 

Certainly, the experience of the past year—the fact that a significant 
further rise in long rates as well as short has still left us with the threat 
of inflation—has seemed to confirm the conclusion expressed by Professor 
Sayers in the address cited above: 

If we want to catch up with events and accept the implications of full 
employment policy, we must urgently investigate the efficacy of a far more 
vigorous interest-rate policy than any we have yet seen, and, lest this should 


(as I expect) prove a non-starter, we must think again on how the flexibility 
of fiscal policy might be increased. 


Recent experience also points to a connection between this Radclifhan 


prescription and Mr Dacey’s plea for a more effective control of the money — 


supply. The difficulty of carrying out a volume of gilt-edged sales on a 
scale that would satisfy Mr Dacey has been aggravated by the Govern- 
ment’s habit of using monetary policy to check a boom but of resorting 
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to fiscal policy to prevent a recession. This has had the result not only 
of making it difficult for the investor to see any proximate limit to the fall 
in gilt-edged prices, but has also diminished the possibility that any loss 
suffered by purchasing long-term stocks at too early a stage in the boom 
will be reversed by an upward movement of prices when the boom ends. 
It is in this sense that the authorities may be right in arguing that a fall 
in gilt-edged prices may not stimulate the demand for gilt-edged stocks, 
unlike the situation in the ordinary share market, where, in a world of full 
employment, security prices can be depended upon to rise sooner or later 
after a fall. ‘This, however, is a problem of the authorities’ own making, 
at least now that long-term rates have risen to a level that must be some- 
where in the region of the right “‘ gear”’. The task is simply to convince 
investors of this, not by manipulation of the market, but by greater and 
more flexible use of fiscal policy. Were this carried out there would be 
some chance, paradoxically, of securing the benefits of monetary policy on 
which perhaps both Mr Dacey and the Radcliffe Committee would agree. 


Money in the Long View—Trade Credit 


In Money under Review Mr Lacey was concerned with short-term 
policy. In his address to the British Association Professor Sayers, on the 
other hand, reminds us that in the long run our definition of “‘ money ”’ 
may have to be modified by the development of a range of instruments as 
acceptable means of payment. The policy-makers may have to take account 
of the possibility that the depression of the (ordinary) money-expenditure 
ratio may, in itself, hasten this development, given a persistence of wide- 
spread financial confidence. One example of this is the growth of trade 
credit and, more particularly perhaps, the fact that the maintenance of 
business confidence since the war has prevented the collapse of the structure 
of trade credit when boom conditions recede, in contrast with experience in 
the nineteenth century. 

The development of trade credit was accelerated in the nineteenth 
century by the reluctance of the banks to finance certain classes of trans- 
actions, especially in times of business uncertainty. By reducing the 
proportion of transactions in a given period carried out directly through 
the medium of money, trade credit diminishes the need to hold a particular 
level of money balances. In the short run, however, the question is to 
enquire into the conditions in which trade credit can be expanded, since 
the ability of businesses to grant trade credit is limited by the fact that 
production still requires money payments. ‘Trade credit finances only 
what the national income statisticians call “‘ intermediate purchases ’’, i.e. 
those by one business from another. It cannot be used directly to finance 
the “ net value added ”’ in production, represented by the sum of wages, net 
profits and taxes, for these are paid for the most part in ordinary money. 

That there is a link between the availability of ordinary money and trade 
credit is borne out by empirical enquiry, which shows* that firms granting 








*See, for example, ‘“‘ Studies in Company Finance ”’ edited by Brian Tew and R. F. 
Henderson (National Institute of Economic and Social Research, 1959). 
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the most trade credit are usually those that have borrowed most from the 
banks or have resorted most to the new issue market. Trade credit is a 
means whereby the supply of money finance is in effect diffused throughout 
the business community, being a form of tied loan. It is also more than 
this, as the Radcliffe Report indicates, in that individual businesses may 
take it for granted that they can acquire this form of finance more easily 
than others, which experience shows to be a justifiable assumption; the 
expected availability of trade credit may influence, in Radcliffe terms, “ the 
decision to spend ”’. 

However, as long as the ultimate factors of production demand to be 
paid in money, it is not quite the case that “there is no doubt about the 
increase in effective demand ”’ represented by the simultaneous placing of 
orders within a closed circle of firms, to quote Professor Sayers, except 
in so far as all the businesses concerned can command sufficient money 
balances to finance the increase in “ 
other matters raised by the Radcliffe Committee, the flow of money retains 
its importance; the empirical question of assessing how this particular flow 
will respond to changes in the total money stock cannot, as the Report 
emphasizes, be answered without continued research. It may well be, for 
example, that we need new weapons, of a fiscal nature, for attacking company 
liquidity directly. 


‘* Money ”’ in the Radcliffe Analysis 


The development of trade credit has not, to my mind, destroyed the 
importance of distinction between money and other financial assets. The 
potential medium-of-exchange quality of other financial assets is not yet 
the main issue in the controversy initiated by the Radcliffe Committee on 
the subject of money in the wider concept of “ liquidity”’. In the words 
of Professor Cairncross: “‘ The Report directs attention to a wide range of 
liquid assets which, without serving as a means of payment, act as near- 
substitutes for money and are as relevant to decisions to spend or invest as 


the stock of money itself ’’* (my italics). As long as we are considering 4 


the influences that bear on the decision to spend, no exception can be taken 








* Op cit, p 13. 
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at all to this observation; the problem is to consider what is likely to happen 
in the attempt to carry out these decisions, a matter that could profitably 
have been given more prominence in the Report. It is probably no exag- 
geration to suggest, however, that it was the apparent reliance by the 
Government in 1957 on a quantity-of-money theory of money-holding 
habits that led the Committee to pay so much attention to the “ decision 
to spend ’’ rather than to the consequences of carrying out that decision. 
Professor Cairncross went on to say: 


So long as these alternative assets are freely convertible into money without 
capital loss, they can be used with comparatively little trouble to make monetary 
payments, and the fact that they are not immediately acceptable without encash- 
ment is largely irrelevant to monetary management. It is the liquidity of an 
asset, not its acceptability in final payment, that marks it out as a potential 
source of embarrassment in inflationary conditions. 


The crux of the question is to enquire whether Professor Cairncross, like 
the Report in general, is necessarily right in this contention that the fact 
that liquid assets “‘ are not immediately acceptable without encashment is 
largely irrelevant to monetary management”. The problem is to gauge 
the effect, for example, on the prices of non-money assets, and on the 
position of the institutions that create them, if such assets are sold to imple- 
ment decisions to increase the level of spending. Now, it may well be 
that, because there is ‘‘ excess money’”’ in Mr Dacey’s sense, non-money 
liquid assets, although affecting decisions to spend, may not actually have 
to be “ encashed ”’ in sufficient quantities, in the implementation of these 
plans, to drive up the relevant rates of interest to any significant extent, 
or to create difficulties for the financial institutions concerned. Certainly, 
it is striking how low is the rate of turnover on several classes of liquid 
asset, such as National Savings instruments and building society deposits, 
and as the Radcliffe Report indicates, even on deposit accounts with the 
banks. ‘The question is an empirical one, and if, as the Radcliffe Report 
concludes, moderate interest rate changes have little effect on expenditure in 
the short run, correspondingly less faith can be placed in control of the 
money supply as the basis of policy. 


** Money ”’ versus “ Liquid Assets ”’ 


Nevertheless, it is important for the sake of analytical clarity to recognize 
that this does not disrupt the distinction in monetary thought between 
money and other liquid assets as instruments possessing vitally different 
characteristics by virtue of the fact that the behaviour of interest rates is a 
question concerning the non-money assets alone if they are used to imple- 
ment decisions to spend. If the money-expenditure ratio continued to be 
compressed, the encashment of liquid assets other than money could be 
sufficient to have significant effects on interest rates and on the liquidity of 
financial institutions. 

Against this, it may be argued that the strain placed on building societies, 
hire-purchase finance houses, etc, by the withdrawal of funds to finance a 
tising level of expenditure is always bound to be insignificant in practice 
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because funds are returned to such institutions as the level of money 
income, and therefore saving, is increased. Such a contention, however, 
confuses transactions that are necessary to create an increase in income in 
a particular period with those that may result from it, once it is achieved. 
In any case, for every pound withdrawn from a building society, etc, to 
finance expenditure on goods and services, only part can be expected to 
return in the short run, as only part of the income of those who benefit by 
such expenditure will be saved, and only part of that saving will be used 
for investment in such institutions.* The situation presents a sharp con- 
trast with the position of the banks, just because their liabilities are a means 
of payment; the drawing of cheques to finance payments to other customers 
of the banks leaves the position of the banks as a whole unaffected. 


Particular Quality of Money 


The analytical importance of distinguishing between whatever serves as 
a medium of exchange and other liquid assets is, ironically, enhanced by 
the Radcliffe Report’s very argument that an increase in the flow of money 


expenditure can take place without an increase in the stock of money. For & 


it is unlikely that the rise in expenditure can go far without an increase in 
the stock of other liquid assets. For example, the expansion of hire- 
purchase business through the medium of the finance houses, given the 
level of their bank loans, requires an increase in the stock of their liabilities 
to the public. ‘The same applies to the finance of housebuilding, and we 
can include in this general category the increase in the stock of industrial 
securities that arises in the form of new issues. We therefore have to con- 
sider the terms on which the public will be prepared to hold an increased 
stock of different types of financial asset. 

Although the general answer given by the Radcliffe Report to this 
question may be correct in a particular situation in which the quantity of 
money is stabilized—namely, that the spontaneous increase in interest rates 
that induces the public to absorb a rising stock of financial assets may then 
be too small to rely on as a means of restraining demand—it is important 
for the sake of analysis to recognize that the question only arises at all 
because of the particular quality of money. For it is only of money that 
we can definitely say that it is an asset whose price in terms of the general 
medium of exchange remains constant irrespective of its quantity. This 
is, of course, a tautology, but it is analytically crucial; the importance of 
national debt policy, which is a central feature of the Radcliffe analysis, 
stems from this. 

To distinguish between types of financial asset according to their price- 
behaviour in terms of whatever is used as the medium of exchange is, of 
course, to follow Radcliffe and Keynes. But whether the rather special 
conclusions of the Radcliffe Committee on this question will apply to the 
nineteen-sixties as they did to the more liquid economy of the nineteen- 
fifties is another matter. 


ET 


* I am indebted to Mr Roger Alford for having brought this point to my notice. 
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A Five-Year Plan for Britain? 


HE late Sir Henry Clay once gave me credit (or discredit) for 
inventing the word “sloom’’, meaning a mixture of slump and 
boom. I have no recollection at all of ever having used the 
word and cannot imagine how it can have been applicable to the 
early thirties, when I was supposed to have done so. But at all events 
it seems to have a certain appropriateness in our present situation with its 
remarkable contrasts of overall full employment and boom coupled with 
slump in the important consumer durable group of industries, of rising 
imports coupled with languishing exports and of balance of payments 
deficit coupled (until recently at least) with inflowing gold and hot money. 

These opposing situations create for the policy-makers a dilemma which 
in the past few weeks has given rise to a lively controversy conducted in 
the correspondence columns of The Times and elsewhere. It was sparked 
off by a letter from Mr Lionel Fraser, the well-known merchant banker, 
who argued that our problems are “ mostly of a fundamental nature ”’ 
demanding a ‘‘ more basic approach”’ than by the conventional monetary 
paths of Bank rate changes, credit squeezes and hire-purchase controls. 
He suggested that annual budgets are “‘ antiquated ’’, that their “‘ range is 
too short to compass modern conditions”. And he asked whether we 
ought not to formulate a Five-Year Plan. 

Personally, I think little of this specific suggestion. Five-year develop- 
ment plans may be appropriate for self-contained authoritarian countries, 
which can move their labour about like pawns, or for underdeveloped 
countries like India, which command massive assistance from outside. 
But I would say that they were utterly useless for countries like ours, which 
are in the true sense of the term “‘ free economies ”’ since they depend to 
a vast extent on trade with other countries and are wedded by tradition to 
free markets, including, most important of all, a free market in labour. 
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Mr Fraser presents the Five-Year Plan as a rallying cry for the whole of 
our people, a cry that would stir them to “ rise magnificently to concrete, 
far-reaching long-term proposals’’. Well, I think he is asking for “a 
sign’ which it is impossible to give. Moreoever, I don’t think his im- 
patience with the “ stop-and-go”’ devices of Bank rate and HP controls is 
justified. They are traffic signals which, though they might not be needed 
in a country of wide open spaces and far-stretching motor ways, are indis- 
pensable for our densely populated, traffic-congested, sea-girt land. 

But this is not to say that I think Mr Fraser went astray in suggesting that 
there are things fundamentally wrong with the present socio-economic 
state of the country. On the contrary, he is only too right. Mr Fraser 
says that what is wrong with us as a nation is too well known to need speci- ff 
fying. Nevertheless, it is perhaps as well to indicate what is wrong with F 
our national morale, if only because the economists in their discussions of § 
policy mostly ignore it as irrelevant (which it certainly is not) or as outside 
the confines of their subject (which it may be). 

What is wrong with us, briefly, is that despite constant asseverations to 
the effect that ‘“‘ nobody owes us a standard of living” (the last one was 
the Chancellor’s in his recent speech at Liverpool) we do believe just the 
contrary. We believe, or behave as though we did, that we are owed a 
standard of living by somebody else—by the world, or the Government, 
or by our employers. ‘Too often, too, those whom we consider to be our 
debtors admit the debt. Hence what Mr Graham Hutton, also writing to 
The Times, calls, in his explosive English, ‘‘ our pitiful industrial relations, 
strikes, official and unofficial, and other evidences of widespread frustration, 
ageression and bloody-mindedness”’. Hence the general conspiracy to 
claim fresh rights whilst denying the corresponding responsibilities. Hence 
the pathetic weakness of our Government in treating such claims. Hence 
the recurrent bouts of inflation since the war—with the latest one just 
getting into its stride. 

Let us consider a few of the recent events that provide supporting 
evidence for this charge. We are hearing a great deal from Government 
speakers, and particularly the Chancellor, about the dangers of rising wages 
and salaries. Yet it is the Government itself that is largely responsible 
for the latest round of advances. It effectively sold the pass a year ago 
when it allowed itself to be stampeded by the railway unions into the 
ruinous wage settlement in advance of the Guillebaud Report. The rail- 
waymen’s wages had, indeed, to be raised. But, there was no need for the 
extravagant back-datings, and the Government could and should have 
insisted on a quid pro quo in the shape of greater productivity and the 
abandonment of restrictive practices. Nevertheless, it bought off the 
threatened strike at the cost of £50 or £60 millions of taxpayers’ money 
—and now the railwaymen are coming back with a claim for more millions. 
The consequence of the railway “‘ settlement’ has been a general rise im 
wages by some 44 to 5 per cent in a year in which industrial productivity 
has ceased to increase. The excess of demand, of which Mr Selwyn Lloyd 
complains, has arisen largely through the Government’s own weakness and 
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complacency. ‘To cancel that excess now may take a painful and unpopular 
budget, and conceivably even a real industrial slump. 

Recent Governments have repeatedly declared that they put the stability 
of the pound sterling above all other objects of policy. Every Chancellor, 
from Butler onwards, has said it. But they have not meant it. Whenever 
it has come to the sticking point, every Chancellor and every Government 
has put the appeasement of organized labour first—and the sanctity of the 
pound has been conveniently forgotten. They are doing it again. And 
organized capital is supporting them. ; 


Fatalism in the Shipyards 


Consider the case of the shipbuilding industry. After pleading that 
bankruptcy was threatening them and on that account flatly rejecting the 
unions’ latest wage demand, the employers have now conceded the demand 
in full. For the final two shillings of it they won the concession from the 
unions that they would meet the employers to discuss ways of increasing 
productivity. ‘This, I am afraid, is just a tawdry piece of camouflage. 
These promises of fuller co-operation, made after the wage advance has 
been won, are rarely, if ever, implemented, for the simple reason that with 
the higher wage in their pocket there is no effective will on the part of the 
mass of workers to carry them out. 

On this occasion, the comment of Mr Ted Hill, who besides being this 
years chairman of the T'UC is the Boilermakers’ secretary, was instruc- 
tive. ‘“‘ We agreed ”’, he said, “‘ to have a look at the industry in the future, 
and that was worth an extra couple of bob”. And almost in the same 
breath he added: “* The sovereign [my italics] rights of the individual unions 
will not be infringed”. Hoch demarcation disputes and inter-union 
quarrels! ‘The shipbuilding employers very evidently are counting on a 
fresh whiff of inflation to pull them out—or else they were afraid of being 
bullied by the Minister of Labour into accepting a wage settlement that 
the Chancellor of the Exchequer declares to be against the national interest. 

The episode of the shipbuilders’ wage claim is a slightly dramatized 
but not untypical example of the lax and fatalistic spirit generally prevailing 
in industry. Mr Selwyn Lloyd has done his best to warn of dangers to 
come—though latterly he has seemed to be bent upon the unprofitable task 
of shutting the stable door after the horse has gone. But he has now had 
to admit that the dangers that threaten are not confined to the private 
sector. He has disclosed that his first budget will have to provide for a 
further big rise in Government expenditure to meet the various state salary 
and pension awards granted in the past year. His own responsibility for 
this massive increase in public expenditure is limited, but not so the 
Government’s. ‘To all who have watched the game of wage and salary 
leap-frogging and other large expenditure decisions announced in recent 
months, it has been obvious that the result must be a thumping increase in 
expenditure. Yet it would seem that only now has the Prime Minister 
begun to show any anxiety. Only in mid-January at any rate did the 
matter call for a heart-to-heart talk at Chequers with Mr Lloyd. 
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This article, as may or may not be apparent by now, is concerned with 
two themes, namely, the underlying moral weakness affecting the people of 
Britain—we are all tarred with the same brush, I make no class distinctions 
—on the one hand and the “ dilemma ”’ of present-day economic policy on 
the other. It may be thought that in harping on moral shortcomings 
I am ploughing the sands, since nothing effective can be done about them, 
I do not think so. I am well aware that no sovereign remedy is available, 
No sudden, dramatic process of national regeneration can be called up 
from the vasty deep. ‘The miracle may come—in response to a national 
emergency or through the appearance of a man, but it cannot be com- 
manded. Mr Lionel Fraser’s prescription, a Five-Year Plan, which would 
fire the imagination and release the energy of the whole nation, is much 
too simple. Yet to suppose that nothing can be done to improve matters 
is surely to plumb unjustified depths of pessimism. Some steps, modest 
though they may be in relation to the basic need, can surely be taken to 
improve morale, to tone up discipline and release creative energy. Some- 
thing could be done by fiscal reform (even without reducing the total 
burden of taxation) to help on the last-mentioned objective. Mr Hutton 
and Mr Nigel Birch (also in The Times) suggest a major shift from direct 
to indirect forms of taxation. ‘This would have the effect of increasing the 
proportion of regressive, and decreasing that of progressive, taxation— 
which would be unpopular but might be an appropriate method of 
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combating cost-push inflation. Both writers, too, recommend changes in the 
financing of social services with the object of restricting subsidization by 
the state of people who do not need such help. And Mr Hutton, and also 
The Economist, argue strongly for a drastic reform of surtax and its com- 
bination with income tax in a single continuously graduated tax. This 
may not be easy to accomplish in a “ tight’ budget, but even under such 
conditions a start could probably be made. 

Outside the sphere of finance a disciplinary reform that has long struck 
me as urgently needed, would be the withdrawal of legislative protection 
from the unofficial strike. I can see no reason why the law should protect 
those who foment this vexatious form of restraint of trade and I am afraid 
that the refusal of the present Government with its large majority, and 
early in its allotted span of life, to deal with so glaring an economic evil, 
is not the least of the signs of its reluctance to face up to the implications 
of its solemn undertaking to defend the pound at all costs. 

But back now to the dilemma of current policy in which we have been 
landed by the intrusion of this sudden, shallow (as we hope) depression of 
the durables industries into the airstream of our chronic post-war infla- 
tionism. ‘lhe situation has, of course, given rise to much confusion of 
counsel. Some want to reflate, some to deflate. The Chancellor in his 
Liverpool speech certainly showed no signs of having been converted by 
the reflationists: almost every word he said seemed to point to a stiff and 
unyielding budget. (Which did not, incidentally, prevent the Financial 
Times a day or two later from looking forward to ‘“‘ a modest stimulus from 
the budget . . . sufficient to stave off deflation and stagnation ”’.) Certainly, 
until the trade gap is in better shape it would seem utter madness to add 
further to the flow of popular purchasing power. How could that possibly 
check imports or encourage exports ? 

Monetary policy having for the moment shot its bolt, it is for fiscal policy 
to step into the breach. There is, indeed, still more than two months to 
run until budget day, but unless the balance of payments has radically 
improved by then I would regard the risks attaching to any major relaxation 
of anti-inflationary pressure as far too great to be contemplated. (I do not 
dissent from the modification of HP controls announced last month— 
provided it is intended to make them permanent in their amended form.) 


No Need to Flap 


And now a concluding note. In what I have written I have tacitly 
assumed that the industrial recession we seem to be entering—speaking 
“globally” the slight note of doubt is still justifiable—is just another of 
the small cyclical disturbances that have been a feature of economic history 
in the free world since the war. If it should, after all, prove to be a 
depression of a more serious order of magnitude, then discussion of policy 
would pass to a different plane. But at present I see no reason at all to 
make any such gloomy assumptions. 

In that I can claim to be in good company. I commend to my readers’ 
attention the illuminating article by Professor Gottfried Haberler of Harvard 
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in the current issue of Lloyds Bank Review. Professor Haberler is writing 


on the “ State and Prospects of the US Economy ”’, but there are so many F 
points of contact between that economy and our own that a great deal of F 


what he says is of almost equal relevance to us as to the Americans. 
Professor Haberler gives a statistical analysis of the three previous post- 
war depressions in America—those of 1948-49, 1953-54 and 1957-58. He 
demonstrates their mildness compared with the notorious slump of 1929-33, 
showing that though in steel and motor car production there were rather 


violent fluctuations in output, the fluctuations in total production were only 


moderate and in personal income and retail sales very small. He shows, 


too, that the duration of these mild recessions was short—an average of 


only eleven months from peak to trough, compared with the forty-three 
months of the 1929-33 affair. And he gives reasons for expecting that 
this new recession will be of the same mild type as the three recent ones, 
The reasons lie in the “ built-in stabilizers ”’ (social services, insurances, 
etc) which have been developed since the war and in the disappearance of 
the “‘ de-stabilizing forces ’’ which existed in the early thirties. Thanks to 


these changes “‘ the mildness of the first three post-war depressions is not § 


merely the result of a transitory coincidence of favourable circumstances 
but is wholly based on structural changes. It is a characteristic of the 
economy which is likely to persist’’. There is, in other words, no reason 
to “ flap ’’ about our present recessionary troubles. 





An Artist's Sketchbook: No. 82 


BRITISH BANKS IN TOWN AND COUNTRY 


Barclays Bank, Stevenage 


HE contrast between the eighteenth century shops, houses and banks 

—small matured and mellowed—in the old town of Stevenage and 

their opposite numbers in the new town a mile or so away is very 
striking. The contrast is emphasized by the fact that the old town has 
an endless stream of traffic racing through it, whereas in the new town 
traffic is excluded from the shopping areas, and people can talk or stand 
and look around them without anxiety. The greater is the pity, therefore, 
that so much of the architecture on which they can turn their leisured gaz 
is dull and uninspired. ‘The buildings weary the eye with the pointless use 
of mosaics, cantilevered balconies and other indispensable contemporary 
motifs that one meets everywhere to-day. Fortunately there are plenty of 
trees around to provide some relief. A few buildings have distinctive 
qualities, however; Barclays Bank is one, severe to the point of being 
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utilitarian but mercifully free from fashionable tricks, and the Post Office, 
a glimpse of which is seen in the drawing through the trees behind the 
bank, is another. The members between the windows of the banks are of 
greenish black-veined marble and the stonework below is of a pale fawn 
colour. Above the level of the canopy, the upper part of the facade is a 
pale warm-coloured brick. The only ornament in the design is the eagle 
device used by the bank as its coat-of-arms. 
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From the 


Bank Chairmen— 


NE of the leading themes in this year’s batch of *‘ statements” 
from the bank chairmen has naturally been the return to credit 





of economic policy on which most bankers can agree. Whik 
regretting the curbing of their short-lived freedom, they recognized that 
some braking action on the economy was indeed necessary, and several of 


them now congratulate the authorities on the promptness with which they § 


acted, in welcome contrast to the tardiness in 1954-55. 

Mr Tuke actually records “‘ complete agreement’ with the nature a 
well as the timing of the restraints; and since he dismissed at least the firs 
rise in Bank rate as “irrelevant’’, he appears to be here approving the 
resort to the special deposit system—apparently in the belief that it is; 
means of influencing the volume of money without recourse to interest 
rates. No other chairman voices any similar approval; on the contrary, 
most of them emphasize at least one disadvantage of the new weapon tha 
Mr Tuke also notes. ‘This is the fundamental weakness stressed by the 


Radcliffe Committee—that any device that discriminates against the deposit F 
banks (because no parallel controls are imposed on other financial insti § 
tutions) must in the long run be not only unjust, but also wasteful to th § 
community and ineffective. (Two bankers, incidentally, still seem vf 
think that competition from other financial intermediaries causes a reduction F 


in bank deposits.) 


No banker specifically makes the point that an instrument first mooted § 
simply as a control over the volume of deposits has in fact become if 
coercive influence upon advances; but several of them emphasize that the & 


steep rise in the advances ratio and the fall in the investments ratio had 
by early last year (if not sooner) created conditions in which the banker 
themselves were in any case disposed to look more critically at applications 


for finance. This point came most notably from Mr Robarts, Lon § 


Monckton—and Mr Tuke, but his counsel was to “ keep-a-hold of nurs 
for fear of finding something worse ’’. 

Others, who unlike Mr Tuke would certainly not prefer a direct contrd 
to the market apparatus, none the less find additional grounds for disliking 
the special deposit system in the part it has played in compelling the banks 
to sell gilt-edged. Unless the banks really want the “ something worse” 
—in the form of a direct control over advances—this is muddled reasoning. 
Any control of the volume of money must operate on liquidity, and wher 
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liquidity is squeezed the banks must surely wish to be left with some scope 
for selling: investments as the alternative to enforcing immediate and over- 
harsh changes in their advances. 

Much the. same comment has to be made on one radical innovation that 
two bankers have been led to advocate by their reflections on this particular 
“ defect ’’ of the new liquidity control. The 30 per cent minimum liquidity 
ratio, it is pointed out, is higher than is necessitated by ordinary con- 
siderations of banking prudence and practice. Why not therefore (asks 
Mr Tuke) permit wider swings, either side of 30 per cent? Or, as Lord 
Aldenham puts it, why not work to a liquidity ratio that would be averaged 
over the year? But this, as The Banker pointed out last month, would 
remove the fulcrum on which any form of liquidity control has to operate, 
so that attempts to control the volume of money would have to be abandoned 
in favour of direct control of specific assets, and the clamp on the banks 
would become tighter still. } | 

Only. one of the bankers, Sir Oliver Franks, recognizes that the “ tight 
rein”’ on gilt-edged prices played a positive part in the general policy of 
restraint, though Lord Monckton also draws attention to the “‘ remarkable ” 
demand for gilt-edged securities from “ private holders for long-term 
investment”. Sir Oliver mainly addresses himself, however, to a longer 
look at the problems of economic policy, recognizing that whilst financial 
restraint is necessary at times of inflationary pressure, it is unlikely (unless 
pressed to the point at which it threatened security of employment) quickly 
to achieve the requisite reduction in costs and transfer of resources. He 
emphasizes, therefore, the need to devise effective fiscal regulators, and 
possibly new forms of tax, to operate in combination with monetary ones. 

As usual, the statements contain a good deal of miscellaneous information 
about the operation of the banking system (notably some informative charts 
of the structure of Barclays’ advances) and all emphasize how the pressure 
on bank staffs has grown and will grow further—especially in consequence 
of next month’s opening of the general credit transfer service. All the 
banks, however, are now nearing the stage at which the harnessing of 
electronic devices will begin to relieve these strains. 


On Restraint 


Sir Oliver Franks (Lloyds): It is clear that on this occasion the authorities deserve 
credit for their promptness in taking restraining action. . .. On the score of 
timeliness . . . the policies of 1960 contrasted with those of 1954.... There 
is another contrast too. In 1954 the gilt-edged market was allowed to boom, 
long-term interest rates to fall and the money supply to expand. Last year the 
authorities kept a tight rein on gilt-edged prices. 

Mr Anthony. Tuke (Barclays): 1 find myself in complete agreement with [the 
authorities] both in the nature of their action and in its timing, and that for two 
reasons. [First], the numbers of registered unemployed and of unfilled vacancies 
[were] getting dangerously close in April last .... [Secondly], the [advances] 
tatio of the clearing banks as a whole had reached 45 per cent and therefore . . . 
it was time for us . . . to begin to put on the brakes. 

Mr Robarts (National Provincial): The banks are always fully aware of their duty 
to serve the public, who are their customers, and, if left to their own judgment, 
they will adjust their policies to those ends and need no artificial controls to 
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coerce them. ... No doubt if [interest] rates were to be raised to such a point 
as to create serious unemployment, they might act as a brake on wage demands 


and costs, but such is not Government policy. . .. What is really needed is a 
limitation of demands of the Government upon . . . productive resources. 

Lord Aldenham (Westminster): . . . there is no doubt that credit restriction was 
necessary. 


On Special Deposits and Other Lenders 


Mr Robarts: The demand for bank credit has been intense throughout the year 
and the banks have had to be increasingly selective in their lendings. Such 
would have been the case, whether or not they were required to place part of 
their liquid funds on deposit with the Bank of England. 

Sir Harold Bibby (Martins): When the brake is applied to one wheel it should, 
for fairness and safety, be applied simultaneously to the others. It seems par- 
ticularly unjust that controls should be applied to the activities of the banks . . . 
and not to other institutions who normally spend or lend practically the whole 
of the amounts deposited with them by the public. 

Lord Monckton (Midland): [The banks’] capacity to lend was further restricted by 
the . . . use of the untried mechanism of “ special deposits ’”—a mechanism which, 
incidentally, the Radcliffe Committee had not favoured as against other possible 
measures of regulating bank credit. | 

Mr Tuke: The authorities are, I am sure, right in seeking to influence the volume 
of money. ... I do not feel that the system has worked unfairly at present as 
between one bank and another . . . but it is not fair, neither is it effective, that 
banks should be restricted in their lendings, by this or other means, if other 
lenders cannot be subjected to any comparable discipline. 

Mr T. Marshall Brooks (District): . . . 1 must confess some concern lest, by con- 
centrating their efforts too much on the clearing banks, [the Government] may 
in the long run do serious harm to the banking system by interfering with the 
confidence existing between the banks and their customers. 

Sir Eric Carpenter (Williams Deacon’s): In calling for special deposits only from 
the clearing and Scottish banks, the authorities obtained the major part of what 
they desired in immobilized funds, but . . . it is a little unfair that other banks 
and kindred institutions escaped unaffected. 


On Bank Liquidity 

Lord Aldenham: Opinion seems to be tending towards regarding a 30 per cent 
liquidity ratio as a minimum: . . . compelling us to keep a higher ratio throughout 
the year than prudent banking requires, in order to maintain the minimum... 
when the taxation drain on our customers reduces our deposits. An average 
liquidity ratio over the year would be much more acceptable. 

Mr Tuke: When it is considered necessary to expand bank credit, it may be that 
we should consider whether our 30 per cent liquidity ratio is sacrosanct for all 
time. Payments in and payments out tend to cancel one another day by day... 
therefore we might consider accepting a much wider swing in our standard 
liquidity ratio . . . [which] would enable us to increase our lendings . . . without 
creating embarrassment in the gilt-edged market. 

Lord Monckton: [The 30 per cent] minimum . . . from being a fairly flexible con- 
vention has been turned into a more direct instrument of monetary control. 


On Fiscal Policy 

Sir Oliver Franks: Within the public sector, as within the private, investment 
expenditures should be given priority over expenditures that promote consump- 
tion.... The population might contribute something more, as individuals and 
not as taxpayers, towards the cost of the welfare services. ... [We might] 
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consider the case for fiscal instruments that would allow action to be taken 
between budgets, on the lines of variations in purchase tax, [and] new fiscal 
instruments such as a payroll tax. ... Much as we may dislike taxation, by 
whatever name, we cannot afford not to use the budget as a method of regulating 
the economy. 

Sir Eric Carpenter: There ought to be provision for more frequent and more 
rapid action in the field of taxation. 


On Hire Purchase 


Mr Robarts: There is no doubt that the sudden release of the restrictions on hire 
purchase in September and October, 1958, brought about a situation the dangers 
of which have now become fully apparent. Quite apart from the encouragement 
this gave to some hirers to enter into commitments beyond their capacity, it 
appeared to many people hitherto engaged in other forms of activity that hire- 
purchase finance was a fruitful and easy field. They went into it with insufficient 
experience and they made competition for business unsoundly intense. We 
cannot complain of normal business competition. . . . 

Mr Tuke: I hope there will be no return to the practice of very low down-payments, 
which .. . have been the main cause of the recent troubles in this business. 

Sir Eric Carpenter: While the measures relating to hire-purchase finance . . . are 
quick-acting and effective, their alternate application and withdrawal at frequent 
intervals create insuperable difficulties. They are unfair in particular to the 
manufacturers of consumer durables . . . it was a mistake to remove all controls 
over hire purchase, [this] led to unsound business being undertaken and, indeed, 
actual fraud was made too easy. 


On Credit Clearing 


Sir Oliver Franks: A development of great potential importance. ... From its 
inauguration, the amounts passing through the credit clearing have exceeded 
those passing through the twelve provincial cheque clearings and in November 
were the larger by more than 50 per cent . . . sizeable enough to emphasize the 
significance of this new development. 

Lord Monckton: An important development . . . during the past year was the 
inauguration of the credit clearing and its extension to include all payments... 
to the credit of other customers, whether of the same or other banks. The 
system is shortly to be developed further so as to enable any member of the 
public, whether he has a banking account or not, to arrange . . . for money to 
be transmitted to any account at any clearing bank. 


On Bank Security 


Mr Tuke: The succession of attacks which have been made on our branches and 
their staffs . . . [has] given us cause for much concern.... The majority of these 
attempts are unsuccessful. ... Even this year [1960], the worst we have ever 
had, out of every three attacks only one has succeeded. ... The protection of 
our staff is our first concern . . . we have recently taken out an insurance policy 
covering every member of our staff up to a sum of £10,000 against serious injury 
in the course of his or her duties.... We have installed, and are installing, new 
devices which give warning secretly in such a way as to lead to the identification 
and apprehension of the criminals. 


On Exports and the Common Market 


Sir Harold Bibby: The banks are being pressed to extend their lending up to 
five years to encourage exports . . . helping our exporters . . . to give longer credit 
to their overseas buyers. The Government could make a further valuable con- 
tribution by simplifying still more the documentation for exports. A longer 
duration for EGCD guarantees will certainly be helpful but it would ease the 
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position much more if the guaranteed bills were to be rediscountable, if required, 
at the Bank of England. 

Lord Aldenham: 'The general outlook for 1961 is uncertain. ... Our economic 
prospects . . . will remain unsettled until there are signs that the new Adminis. 
tration is managing to pull the United States out of their present recession. . , , 
The balance of payments is the key to [Britain’s] problem. Unless it can be 
improved by increasing our exports . . . there will have to be contraction rather 
than expansion at home. ... In view of the risk that our exclusion from the 
Common Market will result in a further fall in our share of world trade, . . 
it is very desirable that the coming year should see better progress in bridging 
the gulf between the EEC and the seven EFTA countries. 

Mr Tuke: The plans of the Six and the Seven will, I believe, break down unless 
the standard of living of all the constituent countries becomes more nearly equal. . . . 


On International Payments and the Dollar 

Mr T. Marshall Brooks: One of the main factors contributing to the uncertainty 
about immediate prospects for world trade is the drain of reserves from the 
United States of America to other countries which have not yet evolved a policy 


of foreign aid and foreign investment on a scale required to maintain a wide § 


spread of purchasing power throughout the world. 

Lord Monckton: We need a thorough re-examination of the functions and 
mechanism of the International Monetary Fund. [When] the Fund was estab- 
lished [it was thought] that for an indefinite period the dollar would be... 
scarce currency. ... ‘The dollar [became] with gold the ultimate international 
monetary reserve. Hence in part the disturbances to which the persistent net 
disbursement of dollars has led. It might have been a good thing if the United 
States . . . had exercised some of its borrowing rights. But . . . should not [the 
Fund] itself be re-modelled into . . . a true central bank for central banks, equipped 
like them with powers of credit creation and contraction. 

Lord Aldenham: The drain on the US gold reserves . . . does no one any good 
if it only goes to swell the already ample gold reserves of Western Germany. 


The IMF’s holding of gold and currencies should not be allowed to remain § 


dormant or international liquidity will be further endangered.. 


On Economic Growth 

Sir Oliver Franks: Production has been maintained at the peak level reached last 
spring; but there has been no expansion beyond that point. After the appll- 
cation of the brakes in 1955 we had to pass through more than three years of 
stagnation before industrial expansion could be resumed with safety. We must 
make sure that this does not happen again. Reducing the pressure of demand 
will not produce exports automatically but it is a necessary condition of an export 
drive. ... We should ask whether the measures which have been adopted are 
the best we can find.... The measures taken in 1960, as in 1955, do not make 


their impact quickly enough. ... The general financial controls—high interest 
rates and credit restrictions—do not operate primarily on the right strands of 
demand. They strike . . . at investment spending rather than consumption 


spending . . . [and] tend to depress the level of investment over the long run, § 


thus retarding the much-desired rise in the standard of living. They have given 
us stability and solvency only at the cost of stagnation. .... 

Lord Monckton: We are all concerned to sustain growth with stability; and, while 
there are those who would insistently put stability first . . . there are also those 
who see no relief from balance of payments stringency except by way of vigorous 
expansion of Britain’s productive capacity and improvement of her trading eff- 
ciency. ... From time to time the relative weight of these divergent opinions 
may shift . . . but in the longer run the pull exerted by each upon the other should 
tend to keep the national economy on a steadily expanding trend. 
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_Japan’s Path to 
Convertibility 


By SHIGETO MIYOSHI 


HE concerted move to external convertibility in Western Europe 

at the end of 1958 and the consequential dismantling of dis- 

criminatory barriers to trade marked a major step towards a freer 

world economy. At the time Japan, though exploring ways of 
easing the restrictions on its trade and payments, was unable to make 
relaxations on a comparable scale. It is, indeed, only in the last eight 
months that Japan has made substantial strides towards liberalization— 
notably by making the yen effectively convertible for non-residents—and 
has thus exposed its economy to some of the monetary and commercial 
forces operating in the world at large. 

Four main factors have retarded the progress of liberalization in Japan. 
First, the closing of the Chinese mainland has disrupted the comple- 
mentary pattern of trade that had evolved over the years in the area: 
in consequence Japan has had to import various raw materials from more 
distant countries at higher cost and seek new markets for exports. 
Secondly, in present circumstances any moves towards freer trade must 
tend to benefit the large-scale, modernized, industrial concerns more than 
the smaller-scale ones; since the latter in total bulk so large in the Japanese 
economy the uneven effect might have undesirable repercussions—eco- 
nomically as well as socially. Thirdly, some industries—notably chemicals, 
petro-chemicals, machinery and electronics—are not yet producing at com- 
petitive prices and still need protection. Finally, agriculture is relatively 
backward: the freeing of food imports might—in the short run at least— 
cause severe dislocation and heavy unemployment. 

Japan’s progress to convertibility necessarily had to take full account of 
these factors. In the autumn of 1959, when the conference of the General 
Agreement on Tariffs and Trade met in Tokyo, the proportion of Japan’s 
imports that were liberalized was still as low as 30 per cent, although her 
loreign exchange reserves totalled $1,200 millions. Delegates to the GATT 
conference urged Japan to relax restrictions on trade and payments, pointing, 
among other things, to the evidence provided in 1957 that an adverse turn 
in the balance of payments could be remedied effectively by domestic 
policy. These suggestions were accepted by the Japanese Government; a 


119 











committee of Cabinet Ministers was set up to study ways in which the 
process of liberalization might be accelerated. The committee concluded 
that the Japanese economy was strong enough to withstand the reper. 
cussions of liberalization provided that the programme was carried out 
gradually, step by step. On June 24, 1960, the committee published its 


comprehensive Plan for Trade and Exchange Liberalization. Beside 


setting out the fundamental principles of liberalization and the domestic 
measures that ought to accompany it, the plan envisaged that 80 per cent 
of imports would be free from restrictions within three years and that 
complete freedom for all current payments would be effected, in principle, 
within two years. As a result, the Japanese yen became convertible on 
July 1, 1960, and re-entered the world’s money markets. 

The freedom bestowed on the yen resembled in many ways the external 
convertibility conferred on sterling and other European currencies at the 
end of 1958. Free yen accounts may be established by non-residents with 
any Japanese bank that is authorized to handle foreign exchange trans- 
actions. Yen funds available for credit to such accounts must emanate 
from one of the following “‘ current’ sources: payment for imports into 
Japan; payment of remittable dividends on the stock or shares of a Japanese 
company; the proceeds of the sale of a foreign currency; transfer from other 
free yen accounts or interest accrued on such accounts. Free yen accounts 
can be held in any of the various types of bank deposit—from current 
account, on which no interest is paid, to time deposit of twelve months’ 
term, on which 6 per cent is paid at present (interest is, of course, subject 
to income tax). There are no restrictions on withdrawals from such 
accounts. ‘They can be converted into any of the fourteen specified foreign 
currencies that have been used in Japan’s international payments. Yen 
exchange may now be used for all types of international transactions—for 
the establishment of letters of credit expressed in yen, overdraft or mail 


credit facilities to overseas banks, forward exchange dealings, etc. These § 


freedoms have restored the acceptability of the yen in international settle- 
ments and thus permitted it to play a fuller part in the financing of Japan's 
foreign trade. Before the war yen exchange was used mainly to settle 
transactions with China and the south-eastern Asian countries and to pay 
for imports of American cotton. In 1933, for example, yen exchange 
financed 43 per cent of Japan’s export trade and 50 per cent of her impor 
trade. From 1945 until July last the yen could not be used as a means 
of external settlement. It would be unrealistic in the greatly changed 
conditions of to-day to expect it to play its pre-war part in the financing 
of Japan’s trade. The Japanese authorities, however, have taken the major 
step towards its rehabilitation. 

Naturally, the steps taken so far have not dispensed with all exchange 
control on current transactions. Japan, like the countries of westem 
Europe, remains among the countries sheltering under Article XIV of the 
IMF. To meet the more exacting requirements of Article VIII wil 
require time, though the move to formal convertibility as defined by the 


Fund may not be too far distant. 'The most important exchange regulation 
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remaining, however, govern capital transactions. Japan operates no system 
of partial convertibility for the capital funds of non-residents such as that 
afforded by the free market in security sterling. ‘The adoption of such a 
system is at present being considered, but it is far from certain that a 
“security yen ’’ market will emerge from these deliberations. A degree of 
liberalization for capital was, however, included in the measures taken last 
June. Up to that date non-residents were not permitted to hold (in total) 
more than 8 per cent of the issued capital of any Japanese company—for 
public utilities, financial institutions and mining companies the ceiling was 
fixed at 5 per cent; repatriation of the funds thus invested was not per- 
mitted until two years had elapsed since the acquisition of the securities— 
and then repatriation had to be spread in instalments over a period of five 
years. In June these severe regulations were softened: the maximum non- 
resident participation in Japanese companies was raised from 8 per cent 
to 15 per cent (and the ceiling for public utilities, financial and mining 
companies from 5 per cent to 10 per cent), and the repatriation term 
reduced from five years to three, though the requirement that the securities 
must be held for a minimum period of two years was retained. 


Liberalizing Imports 


Appropriately, the new freedoms bestowed on the yen were matched by 
an acceleration of the liberalization of imports. The restrictions on Japanese 
imports, it must be explained, are imposed primarily through foreign ex- 
change control law. ‘Two main methods of control are employed. Where 
the import of the particular goods in question is controlled “‘ in the interests 
of the national economy” the importer must obtain his funds through 
the Foreign Exchange Allocation System (the FA system): under this 
system the amount of foreign exchange available for each commodity group 
is budgeted on a half-yearly basis and within these limits the requisite 
foreign exchange is granted if the authorities, after a careful examination 
of each application, give their approval. For other imports, the funds 
must be obtained through the Automatic Approval System (AA system): 
here only the total amount of foreign exchange to be made available is 
budgeted—there is no individual ceiling for any commodity group; exchange 
is freely granted up to this overall ceiling and there is no selective control 
on the actual goods imported. Thus liberalization entails a shift of goods 
from the FA to the AA system: the liberalization ratio can be expressed 
in a form similar to that adopted by OEEC countries showing imports 
under the AA system as a percentage of the country’s total private imports. 
This ratio was about 40 per cent in the first half of 1960. 

The programme of liberalization outlined by the Government last June 
should achieve a rapid increase in that ratio, bringing it more into line 
with the current ratios of European countries. Broadly, the programme 
envisaged a rapid liberalization of imports of raw materials, to reduce 
manufacturing costs, and of goods that do not compete with domestic 
products or with which domestic products have shown themselves able to 
compete effectively in international markets. Thus it was proposed to 
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liberalize within one year imports of raw cotton, raw wool, pig iron, ordinary 


steel, optical instruments, textile and agricultural machinery, ships, railway t 
coaches, drugs and pharmaceuticals, beer, cotton and silk piece goods and i 
soya beans and to liberalize within three years, special steel, aluminium, a 
industrial machinery, oils and fats, chemical fibre products, woollen products, ai 
tyres and tubes, etc. It was recognized that the freeing of imports of te 
petroleum, coal, sugar, automobiles, heavy electrical machinery, sulphur, it 
rice, wheat and barley, dairy products and meat would require a some- 0 
what longer period. While no precise figures were mentioned in this W 
programme it seems probable that Japan’s liberalization ratio should rise 
to 80 per cent in three years and reach 90 per cent when coal and petroleum u 
imports have been freed. Je 
It is too early yet to draw any firm conclusions about the effects of these fl 
steps to liberalize Japan’s trade and payments. Although imports rose by re 
25 per cent in 1960, much of the increase, as the accompanying table si 


shows, occurred in the first half of the year. The most significant effects 
so far have been seen in capital transactions, where convertibility has led 
to a rapid inflow of Euro-dollars and to a marked increase in interest in 
the introduction of American Deposit Receipts. 

The tightness and dearness of credit in Japan, where the authorities Es 
have been taking steps to restrain the boom, has both encouraged and In 
enabled Japanese banks to offer relatively high rates for foreign funds. 
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In particular the Japanese banks with offices in London have been able 
to draw funds from the active market in Euro-dollars that has developed 
in the past two years.* The total of such deposits has been put as high 
as $1,000 millions and it has been estimated that Japanese banks have 
acquired more than $200 millions—most of them since the mid-year move 
to convertibility. Probably about half these dollars have been converted 
into free yen accounts and the proceeds employed in Japan by the head 
offices of the banks; the remainder have been held in New York to provide 
working balances or usance credit finance. 

Uneasiness has been expressed in some quarters about the widespread 
use of such funds. In particular, some anxiety appears to be felt about 
Japan’s ability to repay should such funds be withdrawn as rapidly as they 
flowed in. ‘These fears, however, seem unfounded, for five principal 
reasons. First, the maturity dates of the deposits are quite widely spread: 
simultaneous withdrawal of a large part of the funds thus could not occur. 


JAPAN’S BALANCE OF PAYMENTS 
(US dollars millions) 


1959 1960 

I II III IV I II Ill 

Exports: Visible ro ae 732 774 858 916 876 903 1,016 
Invisible a i 140 157 163 173 157 175 184 

Imports: Visible ~ ii 662 772 752 821 924 930 918 
Invisible ee mr 121 135 141 157 155 181 188 

Net current balance a 89 24 128 111 -4 -— 33 94 
Short-term capital .... =. 96 221¢ - 1 52 128f 111f 
Long-term capital i ee 36 11 -234 2 24 -~- 4 - 4 
Net capital transactions as 24 107 ~ 23 1 76 124 107 
Overall net receipt .. nf 113 131 105 112 30 91 201 
External reserves* wa :% 974 1,105 1,209 1,322 1,361 1,451 1,658 


* End of quarter. 
+ Items that may be imported on usance credit increased to 61 in number. 
t Reflects largely inflow of Euro-dollars. 


Second, as already noted, a considerable portion of the Euro-dollars acquired 
by Japanese banks has not been converted. Third, the portion that has 
been converted—perhaps $100- $120 millions—is small in relation to Japan’s 
total foreign exchange reserves, which now stand above $1,800 millions; 
the banks could freely meet any withdrawals by purchasing dollars from 
the authorities. Fourth, the banks converting dollar deposits into yen 
have not in fact re-lent the proceeds for long periods: the central bank has 
throughout had a tight grip on the commercial banks and, if it wished, 
could neutralize the effect of the conversion of dollars by calling on the 
banks to repay some of their debts to it. Finally, the inflow of foreign 
funds had been anticipated and measures taken both by the commercial 
banks concerned and by the central bank to provide for any sudden outflow. 

Equally, the effects of the inflow of Euro-dollars on the domestic money 
market should not be exaggerated. The proceeds arising from the con- 


version of Euro-dollars probably do not exceed 36,000-37,000 million yen, 








*On the workings of this market see “ Dollar Deposits in London” by Paul Einzig, 
The Banker, January, 1960, and ‘“‘ The Market for Dollar Deposits in Europe” by Alan 
R. Holmes and Fred H. Klopstock in the Monthly Review of the Federal Reserve Bank 
of New York for November, 1960.—EprITOR. 
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equivalent to about 3 per cent of the outstanding advances by Japanese 
banks. Admittedly, at a time when the Japanese economy (except the 
coal and fertilizer industries) is booming and the demand for credit is 
keen any increase in funds is welcome to the banks. But it is surely 
unrealistic to claim, as some observers have done, that the inflow of Euro- 
dollars has put any significant downward pressure on interest rates. 
The rate for call money—the rate most likely to be sensitive to an inflow 
of Euro-dollars—has eased only slightly in recent months. Since the 
prospects seem to be that comparatively high interest rates will persist in 
Japan for some time, Japanese banks seem likely to continue to be able to 
compete successfully for Euro-dollars, but the actual inflow of such funds 
in the coming months will depend mainly on the attitude of the authorities. 

The second development that has followed convertibility has been a 
marked increase in interest in the use of the American Deposit Receipts 
as a means of attracting dollar investment funds to Japan. Under this 
system American banks would buy stocks in Japanese companies for their 
customers through agents in Japan; the stock certificates would remain 
with the agent and the US bank would issue to its customer an ADR 
representing the certificates. Immediately after the move to convertibility 
representatives of four American banks visited Japan to discuss with the 
authorities and leading companies the possibilities of introducing an ADR 
system. Difficulties arose about the repatriation of funds thus invested and 
also about the selection of stocks that should be included in the scheme. 
Last month, however, the Japanese Finance Ministry announced that it 
had approved plans submitted by the four US banks for the application of 
an ADR system to the stocks of sixteen Japanese companies. 

An inflow of longer-term dollar capital might be welcome in coming 
months. There are some signs that the recession in the United States, 
the slackening pace of expansion in Europe and the balance of payments 
difficulties of some countries in south and south-east Asia may check the 
growth of Japan’s exports in the months ahead. Moreover, the steps 
announced by President Eisenhower at the end of last year to reduce US 
Government expenditure abroad may have an appreciable effect on Japan’s 
invisible receipts, which since the war have been swollen by US Govern- 
ment purchases and the local spending of American forces. Thus the 
sharp improvement in the current balance recorded in the third quarter of 
1960 seems unlikely to be maintained; already in the October figures there 
were signs of a falling-off in exports and of a rise in imports. If Japan’s 
exchange reserves are to rise further in 1961, the funds will have to come 
from an inflow of foreign capital—as indeed was largely the case in 1960. 
Some additional inflow is expected in the first half of this year following 
the Finance Ministry’s decisions last November to extend from <..ree 
months to four months the maximum usance period for import bills and 
to permit Japanese banks to borrow “‘ impact ’’ loans from overseas banks. 
These concessions mark the latest step in Japan’s march to freer payments 
and trade. They may be taken as a sign that the authorities are well 
satisfied with effects of the major steps they took last summer. 
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The Banks’ Bumper 
Earnings 


HERE can be no doubt that the year 1960 was for the banks 

one of unparalleled prosperity. Not only have their earnings 

reached new high points, but the year’s increment has probably 

been for each of them the biggest ever experienced—certainly a 
bigger one than was reaped in 1959. At first glance it may seem odd that 
this period of return to credit restrictions and of marked slackening in the 
rate of growth in bank advances should have been so much more profitable 
for the banks than the spectacular period of freedom, with its unprecedented 
rate of expansion of bank lending and the surge forward in banking activity 
in general. A moment’s reflection will disclose, however, two principal 
explanations of this seeming paradox. First, in 1959 the immediate benefit 
from the expansion of business had been to a substantial extent offset by 
the sharp fall in the average rates of interest earned on bank assets as a 
whole, whereas in 1960 the return to restraint was accompanied by an 
almost equally sharp rise in those rates. Secondly, the banks in 1960 
were enjoying their first full year of working at the much higher level of 
advances and the considerably higher level of total resources established in 
1959—and they also experienced a substantial further rise in the former. 
Either of these factors would have produced a major rise in bank earnings: 
together they have produced a very large rise indeed. 

The slackening of the rate of growth in advances did not become really 
marked until after the make-up for May, by which time the aggregate 
advances of the clearing banks were already fully £320 millions higher 
than at the last (mid-December) make-up in 1959; and they rose by a 
further £141 millions in the ensuing seven months. Hence the average 
amount of advances outstanding through 1960 as a whole actually showed 
a bigger increase over the 1959 average than was shown by 1959 over 1958. 
As will be seen from the last two columns of Table III on page 90, the 
average of gross advances rose by no less than {£617 millions, to an average 
volume of £3,247 millions, compared with an increase of £607 millions 
for the previous year, though the rate of growth eased to just over 23 per 
cent, compared with 30 per cent. Thus in the absence of any change in 
interest rates, the banks’ gross earnings from advances, the most remunera- 
tive of their assets, might have been expected to rise in 1960 by roughly 
one-quarter—an increase, in round figures, of perhaps £30 millions. But 
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in fact the year’s average Bank rate was 5.35 per cent, compared with 4 per 
cent through 1959, an increase that may be estimated to have added some 
{40 millions more to the gross return from advances. 

This extraordinary movement, arising from the conjuncture of an unpre- 
cedented increase in average advances and an abnormally sharp rise in 
interest rates, was certainly the biggest influence of all upon the banks’ 
profit and loss accounts last year. But the rise in interest rates will have 
exerted a proportionately bigger effect on the earnings from liquid assets, 
and the biggest proportionate effect of all on the cost of money lent to the 
banks on deposit account. The average volume of liquid assets, at just 
under £2,300 millions, was only slightly higher, but since the average 
Treasury bill rate, at 4{ per cent, rose even more sharply than did Bank 
rate, and since the banks were able to work a little more closely to that 
rate in lending floating money to the discount market, the aggregate gross 
earnings from these assets must have risen by not far short of one-half, 
by perhaps £25 millions. In addition, some £4 millions gross will have 
been earned during the seven months for which Special Deposits were 
made at the Bank of England (these balances receive roughly 1/16th of 
1 per cent less than the average allotment rate for Treasury bills). 

Against these gains there were two major offsets. As the earlier article 
on the year’s credit trends explains in more detail (see page 84), in conse- 
quence of the sque~ze on bank liquidity the banks had to finance a much 
larger proportion of the year’s increase in advances by running down their 
investment portfolios: the average amount of these was £429 millions less 
than the 1959 average. ‘The loss of gross income resulting from these sales 
probably absorbed not less than one-quarter of the gain in income from 
advances; and since the banks have been sellers throughout, the average 
rate earned on investments is not likely to have benefited much from the 
rise in yields obtainable in the market. In addition, of course, some of 
the sales will have involved capital losses. Indeed, the fact that part of 
the year’s depreciation of portfolios has had to be converted into realized 
losses helps to explain why no more than one bank is showing any invest- 
ment depreciation in its year-end accounts. (The Midland Bank shows its 
Government securities at {4.4 millions, or 1.6 per cent, above market worth, 
a considerably smaller gap than was disclosed at end-June; this bank makes 
it plain that there has been no writing-down of the portfolio at all, not even 
by allocation from the profits of the year.) 

The other major offset—indeed, by far the biggest of the year’s new 
strains—arose from the steep rise in deposit interest. The average level of 
balances on deposit account, which had declined slightly in 1959 after its 
steep rise in 1958, rose by a further £85 millions to the new peak of £2,515 
millions (these figures can now be computed free from the distorting 
“other” accounts grouped with them in the pre-Radcliffe statistics). And 
the average rate allowed rose by some two-thirds, from 2 per cent to 3.35 
per cent, so that the total interest bill can be calculated to have risen by 
some {35 millions, to around £85 millions. On the other hand, in spite 
of the recent tendency to pare down the charges on small accounts, the 
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TABLE I 


CLEARING BANK LIABILITIES 
(£ millions) 








a DEPOSITS* ——- CAPITAL 

Change Change RESERVE 

At Dec 31 1945 1958 1959 1960 in since AND P/L 
1960 1945 BALANCE 


+3.0 +90.4 63.4 65.6 


Barclays .. .. 1008.0 1569.6 1667.9 1717.7 
Lloyds .. .. 867.5 1297.8 1377.3 1420.5 +3.1° +63.7 60.3 62.2 
Midland .. .. 1059.6 1555.0 1671.5 1681.5 +0.6 +058.7 43.6 44.6 
Nat Provincial .. 614.9 862.5 920.6 930.9 +1.1 +51.4 36.2 38.0 
Westminster .. 642.4 917.0 979.6 1002.6 +2.3 +56.1 38.6 40.1 
Martins .. . is fo ee ee -+-3.4 476.4 i2.7 tee 
District .. .. “Tee as 2s 6 +2.8 +353.9 17.3 te 
W. Deacon’s..... 84.8 138.9 142.8 143.1 +0.2 +68.8 3.2. 2a 
Glyn Mills ie 67.9 69.0 a 7 70.0 —-1.0 + 3.1 2.9 32 
Coutts... me 41.9 50.4 6.7 52.7 -7.1 +25.8 2.3 2a 
National . ee 61.0 93.7 100. 2. t.4 +5.1 +72.8 3.4 aa 
¢ Excluding balances from subsidiaries and excluding profit carried forward. 
TABLE II 
LIQUID ASSETS 
(£ millions) 

Liquidity 

Cash Call Money Bills Ratios* 
At Dec 31 1959 1960 1959 1960 1959 1960 1959 1960 

pA % 
Barclays. . +» SS Be? 147.4 161.7 267.8 226.7 32.9 Fe “4 
Lloyds .. «VSS: '. Bee 112.2 149.0 230.3 209.6 32.9 Ga 
Midland - Set: ao 144.2 150.1 330.1 264.6 36.1 33.1 
Nat Provincial .. 78.7 80.1 64.3 77.0 198.5 155.3 37.0 Tia 
Westminster .. 87.0 75.8 48.9 70.7 192.8 177.9 33.4 32.2 
Martins .. so ae 34.8 28.0 30.3 68.0 65.1 34.3 Ba 
District .. io i 24.0 17.9 20.2 47.7 42.8 32.0 Ha 
W. Deacon’s .. 12.5 12.7 10.7 15.0 24.7 20.2 31.4 33.4 
Glyn Mills te 6.3 : 10.6 10.2 8.8 <8 36.2 Ta 
Coutts ii 4.9 4.8 11.0 8.3 7.4 5.8 41.0 Ha 
National Y 8.3 7.8 18.7 17.4 6.5 7.8 33.4 a 


* As officially computed, i.e. based on deposits as defined for purposes of the monthly 
statements, as distinct from the deposit figures given in Table I. 


TABLE III 


“RISK ” ASSETS 
(£ millions) 


— ADVANCES* —, c~ INVESTMENTS ——— 
PORTFOLIO TRADE 
Change Change 
At Dec 31 1959 1960 ~— in 1960 1959 1960 ~— in 1960 1959 1960 





Yo A 
Barclays .. 647.9 765.7 + 19.7 393.5 294.0 - 25.3 25.4 29.3 
Lloyds .. .. 513.5 582.4 +13.4 294.0 212.8 —27.6 29.1 36.8 
Midland > a “SS eS 392.1 278.5 —29.0 9.8 9.9 
Nat Provincial 351.9 415.6 +418.1 171.1 136.6 —- 25.3 10.3 10.5 
Westminster .. 399.3 458.9 +14.9 207.0 143.2 —79.1 7.7 7.8 
Martins .. 936.7 “4668 +16.1 67.0 47.5 —-29.1 4.7 4.7 
District .. 107.9 130.6 +21.0 59.6 36.2 — 39.3 2.8 2.8 
W. Deacon’s .. 58.5 65.0 +11.1 26.9 16.4 — 39.0 1.6 1.6 
Glyn Mills __.... 20.8 27.0 +-29.8 14.9 12.1 —-18.8 0.7 0.7 
Coutts . is 27.2 +15.3 aan 4.5 — 37.5 0.2 Ga 
National . aa 49.3 +12.3 21.1 21.1 — 0.6 0.7 


* Excluding balances with, or loans to subsidiaries, and (where shown separately) balances 
with banks abroad, items in transit and other assets and accounts. 
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banks must have experienced a further increase in their total receipts from 
commissions. The Midland Bank’s index of turnover, which relates to all 
debits to its current accounts (i.e. including its internal clearings) except 
those at the branches dominated by money market and financial activity, 
showed a slightly bigger rise than in the previous year—one of 8.6 per 
cent, compared with 7.6 per cent. 

The banks have yet to feel the full effects of the accelerated intake of 
staff and of the revisions of salaries and pensions undertaken during the 
year; in general, scale salaries were raised by 5 per cent at mid-year, and 
several banks have stated that the review of over-scale salaries has widened 
the differentials for senior staff. ‘They have also had to face a further rise 
in general charges, and a perceptible increase in bad debts—though the 


TABLE IV 
PROFITS AND APPROPRIATIONS 
(£000s) 


Dividend rates for 1959 are calculated on capital as increased by successive scrip issues but 

without allowance for “‘rights’’ issues (made in 1959-60) for cash; percentages shown in 

parentheses in first column are the comparable rates paid (on largest category of equity capital) 
before the increases in dividends began in 1952. 


Contingencies, Reserve 


Dividends Premises Fund and 
Net Profits Rate % Net Cost and Carry 

Pensions Forward 
1959 1960 1959 1960 1959 1960 1959 1960 1959 1960 
Barclays (5.8 %) .. 4144 5452 10.0 13.0 2342 3289 — — 1802 2163 
Lloyds (6.4%) .. 3425 4606 12.0 13.0 2558 2772 500 — 615 1834 
Midland (11.4%) .. 3826 4501 17.0 19.0 2516 2812 1000 700 310 989 
Nat Prov (13.7%) .. 2841 3566 17.0 14.0 1545 1803 — — 1296 1763 
Westminster (7.2 %) 2506 3413 10.8 13.3 1471 1905 — — 1035 1508 
Martins (10.0%) .. 1161 1420 16.0 15.0 646 909 500 £500 15 11 
District (13.1%) .. 864 1082 15.5 16.0 465 588 200 399 294 


W. Deacon’s (9.5 %) 41 692 16.7 18.3 We 337 150 150 85 206 


amount of these is still very small. Substantial though the rise in working 
costs may have been, it is most unlikely to have absorbed more than a 
moderate proportion of the year’s exceptional rise in gross receipts from 
banking operations as a whole (after allowing for deposit interest). Indeed, 
the true net earnings of the banks after provision for taxation may well 
have risen even more sharply than has the portion of those earnings that 
is brought to light in the published accounts—and this portion, for the 
eight biggest banks, has risen by 28 per cent. It is important to remember, 
however, the extent to which these bumper earnings were produced by the 
abnormal level of interest rates: if average money rates in 1961 were to be, for 
example, 1 per cent below those of 1960, that movement alone would reduce 
the gross banking receipts of the clearing banks by more than £20 millions. 

In the circumstances, the extent of the published increases may still be 
regarded as remarkable. As Table V shows, they ranged from the 36 per 
cent of Lloyds and the Westminster to the Midland’s 17} per cent—but 
the Midland had led the field in 1959, with over 30 per cent then, compared 
with an average for the Big Five of 254 per cent. Even more remarkable 
were the dividend increases, for this was the year in which most banks 
were facing the first full impact of servicing the new capital raised by their 
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‘* rights ’’ issues, as well as the substantially higher level to which distri. 
butions had been raised in the preceding years. Yet all the principal banks 
except one paid more for 1960 than had been originally forecast or implied, 

Barclays raised its dividend rate by nearly one-third, believed to be the 
biggest increase ever granted by a major bank, and the net cost of the 
distribution rose by £950,000 to £3,290,000 (this puts Barclays once again 
in the lead—in 1959 it had been outpaced by the large increases in amounts 
distributed by Lloyds and the Midland). The aggregate net sum distri- 
buted by the eight banks covered by Table IV rose by £2,570,000, making 
an increase in the past three years of no less than £6,630,000, of which 
one-quarter was attributable to Barclays. This bank, indeed, has more 
than doubled its effective dividend rate since the increases began in the 





TABLE V 
“‘ BIG FIVE ” PROFITS, 1956-60 
Change 
1956 1957 1958 1959 1960 in 1960 
£, £ £ £, £ 7o 

Barclays. . 2,917,112 2,861,407 3,345,411 4,144,470 5,452,143 + 31.6 
Lloyds .. 2,541,793 2,502,391 2,727,535 3,424,614 4,605,994 +36.) 
Midland 2,888,443 2,846,687 2,934,039 3,826,380 4,501,240 +417.6 
Nat Provincial .. 2,030,483 2,061,966 2,236,426 2,840,970 3,565,997 +25.5 
Westminster 1,865,050 1,852,481 2,069,747 2,506,101 3,412,832 +36.2 











Soceetiiteteeneenaeall 


12,242,881 12,124,932 13,313,158 16,742,535 21,538,206 +28.7 


mer 











early 1950s, the nearest approach to its performance in this respect being 
that of Lloyds. This can be seen from the recalculated comparative per- 
centages shown in the table, but it should be noted that it has proved 
impracticable to make any allowance in these calculations for the effects 
of the “‘ bonus element ”’ in rights issues; this explains the anomaly that 
two banks appear to have reduced their dividend rates in 1960. 

Two further scrip issues were also announced last month. The National 
Provincial is distributing one-for-seven, and intends to maintain the present 
rate of dividend; on the present basis, this is equivalent to raising the 
dividend further from 14 to 16 per cent; the £3,000,000 taken from pub- 
lished reserves will be restored from inner resources. Lloyds is likewise 
bringing more of its resources into the shop window, with its one-for-five 
bonus issue, most of which in effect comes from inner reserves. 
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INVESTMENT MANAGEMENT 


Investment Intelligence Ltd. manages private and _ institutional investment 
portfolios, for clients both in the United Kingdom and abroad. 


Backed by an expert internal research organisation, and a network of contacts 
in the principal financial centres, the INTEL service provides continuous, day- 
to-day portfolio management, covering both the selection of individual stocks 
and all decisions on the vital question of market timing. 


Investment Intelligence Ltd., | 
2 Great Winchester Street, London, E.C.2. Telephone: Avenue 1488 
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AMERICAN REVIEW 





OW that President Kennedy its 
firmly in the saddle, Congres- 
sional and business leaders will 
be waiting eagerly this month for some 
clearer definition of the paths by which 
the new Administration will take the 
American economy in its pursuit of the 
so-called New Frontier. The new 
President stands pledged not only to 
new boundaries of social investment 
and federal intervention but to securing 
a rate of growth noticeably faster than 
the 3 per cent cumulative gain in gross 
national product that has in recent 
years been the long-term yardstick 
against which the achievement of any 
particular year has been measured. 
Before inauguration last month, Mr 
Kennedy had assembled a team of 
Cabinet officials and advisers calculated 
to implement the promise of swift, 
vigorous, and decisive action. Indeed, 
Wall Street had turned from its earlier 
fears of a reversion to “‘ New Deal” 
hostilities between Government and 
industry to embrace the more attractive 
theory of a new era of co-operation 
with a Democratic regime moving 
determinedly, but soberly, along the 
“middle of the road ”’. 


New Men at the Treasury 


A large factor in this reassessment 
was the choice of Mr Douglas Dillon 
(formerly Republican Under-Secretary 
of State) as the new Secretary of the 
Treasury. Regarded highly in financial 
circles—and with his appointment de- 
signed clearly to acknowledge the 
strength of the Republican Party vote 
in the elections—Mr Dillon was ru- 
moured to have made his assumption of 
office conditional upon the maintenance 
of a narrow orthodoxy in fiscal policy. 
This interpretation, which scarcely war- 
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ranted serious consideration, was firmly 
dispelled by Mr Kennedy. 

Other new economic advisers are 
also men of high intellectual calibre 
notable for their practical, yet still 
imaginative, approach to monetary and 
fiscal problems. Mr Robert Roosa, 
formerly vice-president for research at 
the New York Federal Reserve Bank, 
the new Under-Secretary at the Treas- 
ury, has followed a distinguished aca- 
demic career, with long experience in 
the formulation of Federal Reserve 
policy, at the highest levels, and with 
its everyday operation in the New York 
bond and money markets. His grasp 
of debt management and balance of 
payments problems is probably un- 
rivalled and he will be an excellent 
liaison officer between the Treasury 
and a suspicious Federal Reserve Board. 


Tax Expert for CEA 


Mr Walter Heller, formerly professor 
at Minnesota University, has become 
chairman of the Council of Economic 
Advisers, replacing Mr Raymond Saul- 
nier. In testimony to Congress, Mr 
Heller has stressed the need for ‘‘ eco- 
nomic stability in terms of growth ”’. 
He has proposed contra-cyclical tax 
changes, with a broader tax base; with- 
holding taxes on dividends and interest; 
reduced depletion allowances for in- 
dustry; and a “new look”’ at capital 
gains taxes, with a more severe intér- 
pretation of longer-term gains (which 
carry lower tax liabilities). In announc- 
ing his appointment, Mr Kennedy took 
the opportunity, in December, of 
stressing differences with the out-going 
Administration by declaring that the 
Employment Act of 1946 would be 
met “in the spirit as well as the 
letter ’’. He added that future reports 





to Congress would cover not only the 
existing condition of the economy, but 
set definitive “‘ goals for economic pro- 
gress . . . in terms appropriate to the 
optimum development of human and 
national resources . . . our productive 
capacity and that of the free world ”’. 

In addition, the Kennedy Adminis- 
tration will lean heavily for advice on 
Professor Paul Samuelson, an economist 
of world repute and author of a recent 
report to Mr Kennedy following a 
special “task force”? study of the 
economic prospect. In this somewhat 
contradictory document, Mr Samuelson 
urged a general expansion of federal 
activity and, without pressing for the 
vast emergency spending programme 
which had been expected in some quar- 
ters, declared that it would be necessary 
to raise budget costs by $3,000-$5,000 
millions beyond programmes now 
scheduled. His report also urged that, 
if the current recession deepened, sub- 
stantial tax concessions should be made, 
and authority given for flexible tax 
schedules extending until 1962; that 
mortgage rates should be eased to 
stimulate housing development and 
that Treasury financing should be con- 
centrated largely in the shorter-term 
range so as to bolster rates in that 
sector, diminish the relative attractions 
of competitive yields abroad, and thus 
help to stay the gold outflow. 


Incompatible ? 


It is easy to see inherent conflicts 
in this approach. Economic growth and 
heavier federal expenditures, probable 
tax reliefs, higher budget deficits and 
‘‘ conditioned ” long-term interest rates 
are coupled with inflexible wage costs, 
a formidable balance of payments prob- 
lem (with the third quarter’s overall 
deficit running at an annual rate of 
$4,100 millions) and the new Adminis- 
tion’s stress, at every opportunity, of its 
goal of something better than mere 
budgetary balance over a complete 
business cycle. Unless these contra- 
dictions are, in some way, resolved 
Wall Street and industry may yet face 
shock treatment. 

It is axiomatic that the new Adminis- 
tration will reassert, in the firmest 
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possible terms, the absurdity of any 
change in the present dollar parity with 
gold at $35 an ounce. Initially, it will 
have such practical benefits as may 
accrue from the Eisenhower “ decree” 
that private citizens may no longer add 
to gold holdings overseas and must 
realize their present hoards within six 
months. 
this decision are discussed in a note on 
page 73.) ‘Towards the end of last 
month President Kennedy announced 
that he would shortly send to Congress 
a special message recommending ways 
of staunching the outflow of gold. The 
urgent need for action was underlined 
by the fact that the gold stock declined 
by $317 millions in the first three and 
-a half weeks of January. As some con- 
solation, however, experts predicted 
that the overall deficit in the balance of 
payments should improve this year to 
$2,000 millions from the average of 
$3,500 millions recorded in the past 
three years. 


President Kennedy must also move 
fairly swiftly to revise present budget 
estimates and decide what should be 
done to arrest the decline in economic 
activity and the rise in the curve of 
unemployment. The pace of business 
decline, though still gentle when com- 
pared with previous recessions, is 
probably rather steeper than had been 
generally expected. Industrial output 
in December (on the 1957 base) fell 
a further 2 points to 103, thus mark- 
ing the fifth successive monthly de- 
cline. From January, 1960's, peak of 
111 the fall is now about 7 per cent. 
In his final budget message last month 
President Eisenhower predicted that 
the decline would be reversed before 
long. Waiting for Godot, at whatever 
level, is unlikely to appeal to Mr Ken- 
nedy—who may also be expected to 
show his disquiet at the present unen- 
ployment prospect. In December un- 
employment totalled 4.5  millions— 
which (seasonally adjusted) was equiva- 
lent to 6.8 per cent of the working 
force; moreover, official predictions 
pointed to a total of 5.6 millions i 
January. 

Budget estimates, as prepared for 
Mr Eisenhower, postulate bare balance 


(The wider implications of 











in the fiscal year to June 30 next and a_ banks were comfortably placed, with 
surplus of $1,000 millions or so in the free reserves of $600-700 millions. 
fiscal year 1961-62. Gross national Big Banking Merger: It was an- 
roduct in 1961 has been estimated at nounced in the middle of last month 
$515,000 millions, compared with that two of America’s billionaire banks 
$503,000 millions in 1960. The budget had agreed to amalgamate—the Manu- 
estimates must now face major revision facturers Trust (which in 1959 had 
and Mr Samuelson has declared the abortive discussions for a merger with 
schedule for GNP to be quite inade- the Bankers Trust Company) and the 
quate to permit desirable rates for out- Hanover Bank. The new institution— 
put and employment. to be called Manufacturers Hanover 

Throughout last month, the Fed Trust—would have total assets of some 
sustained easy money, with “federal $6,000 millions and thus rank as 
funds’ obtainable at one time below America’s fourth largest bank. The 
1 per cent and with an early January proposal has to be approved by stock- 
low point of 2.68 per cent for one-year holders and by New York State and 
Treasury bonds. The commercial the Federal Reserve Board. 


American Economic Indicators 








1959 1960 
1957 1958 1959 
Dec Oct Nov Dec 
Production and Business: 
#Gross national product (billion $) .. 443 444 482 — — — — 
*Industrial production (1957=100) .. 100 93 105 109 107 105 — 
*Gross private investment (billion $) .. 66.1 56.0 720 — — — — 
*New plant and equipment (billion $). . 37.0 305 325 — — 356 — 
*Construction (billion $ ‘% e 47.8 48.9 56.1 55.4 54.7 55.0 54.8 
Housing starts (000 units) oa ‘ie na. . na. 1,553 96.3 112.0 97.3 — 
*Manufacturers’ sales (billion $) re" 28.4 26.2 29.7 30.8 296 29.2 — 
*Manufacturers’ stocks (billion $) a 53.55 49.2 52.4 524 544 540 — 
*Merchandise exports (million $) -- 1,625 1,362 1,362 1,487 1,707 1,676 — 
*Merchandise imports (million $) .. 1,082 1,070 1,268 1,343 1,196 1,128 — 
Employment and Wages: 
*Non-farm employment (million) - 244 gas 32S Sa? SoA Soa. 333 
*Unemployment (000s) .. i .- 2,900 4,700 3,800 3,800 4,500 4,500 4,900 
*Unemployment as % labour force... 42 Ge . 2a a. & 6. 6.8 
Hourly earnings (mfg) ($) ba » FF Bee Bee Sa Soe ee ee 
Weekly earnings (mfg) ($) ae .. 82.39 83.50 89.47 92.16 91.31 90.16 90.02 
Prices: 


Moody commodity (1931 =100) — a be re 375 355 356 356 


Farm products (1947-49 = 100) oP 90.9 94.9 89.1 85.9 89.5 899 — 
Industrial (1947-49 = 100) 0 -» 125.6 126.0 128.3 128.6 128.0 127.8 — 
Consumers’ index (1947-49=100) .. 120.2 123.5 124.6 125.5 127.3 1274 — 


Credit and Finance: 

Commercial bank loans (billion $) , 93.9 98.0 110.8 112.0 114.8 115.0 118.2 
Commercial bank investments (billion $) 76.2 86.6 79.4 79.4 80.9 80.7 82.1 

*Money supply (billion $) s 135.5 140.9 141.5 141.5 140.6 140.2 — 

nsumer credit (billion $) 45.3 45.6 52.0 52.0 543 546 — 
Treasury bill rate (%) .. “a ‘i 344 tae Sa Gar 248 228 272 
US Govt Bonds rate (°%) <2 i 3.47 3.43 4.08 4.27 3.91 3.93 3.88 

Federal cash budget (+ or —) (mill $).. +1,200-7,300-8,000 — — — — 
US Treasury gold stock (million $) .. 22,781 20,534 19,456 19,456 18,402 17,910 17.767 


Notes.—Starred items are seasonally outstanding at the end of the period. 
adjusted. Latest figures are preliminary Moody’s commodity index shows high 
or estimated. Yearly figures are given for and low 1957-59, and end-month levels. 
gross national product, private investment Money supply is daily average of demand 
and new plant for 1957-59 and then quar- deposits plus currency outside the banks. 
terly figures at annual rates. Construction Budget figures are cash totals. Quarterly 

show monthly averages 1957-59. figures are throughout shown in the middle 
Manufacturers’ stocks, bank loans, con- month of the quarter. Treasury bill and 


sumer credit and gold stock show amounts bond rates are average for month or year. 
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When business takes you to the East you 
will find a friend in every major port of call 
and at every important inland commercial 
centre—the branch manager of The 
Chartered Bank. He is familiar with local 
economic conditions and opportunities for 
British trade: he can help you in many 
ways to make your sojourn worth while. 
There are a hundred or more branch 


Friend in the East 
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managers of The Chartered Bank and its 
subsidiary, The Eastern Bank Ltd, 
actively promoting international trade in 
twenty-five territories from Cyprus to 
Japan. Their knowledge and experienc 
sustain the extensive financial, advisory and 
credit information services, for merchants 
and manufacturers engaged in the Easter 
trade, which are available at: 


THE CHARTERED BANK 


(Incorporated by Royal Cherter, !853) 
38 Bishopsgate, London, E.C.2 (Head Office) 
2 Regent Street, London, S.W.1 - 52 Mosley Street, Manchester, 2 - 28 Derby House, Liverpool,2 


THE EASTERN BANK LIMITED 
2 and 3 Crosby Square, London, E.C.3 (Head Office) 
Associated Banks: The Irane British Bank, Tehran and branches. Allahabad Bank Led., Calcutta and branches. 
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INTERNATIONAL 


REVIEW 





ARGENTINA 


More European Investment ?—A 
financial mission headed by the vice- 
chairman of the central bank, Senor 
Gonzalez del Solar, visited European 
capitals in January to discuss the possi- 
bility of more extensive European par- 
ticipation in the country’s development. 
The Paris Club countries approved 
proposals for an extension of credit 
atrangements previously made _ with 
them. It was pointed out that Argen- 
tina’s foreign exchange reserves had been 
raised to the comparatively satisfactory 
level of $700 millions and that they 
would probably stay above that level if 
the servicing of foreign debts could be 
kept down to the existing figure of $250 
millions a year. 


$50m Loan from Ex-Im—Two credits 
worth $50 millions have been obtained 
from the US Export-Import Bank to 
buy American equipment for highway 
construction and the modernization of 
the domestic construction industry. 


BELGIUM 


Industrial Strife—The business situa- 
tion was returning to normal in the 
second half of last month after being 
severely disrupted by the general strikes 
touched off in the closing weeks of 1960 
by left-wing disapproval of some aspects 
of the Government’s austerity plan. 
The plan is to be modified, and a general 
election held next month. 


BURMA | 


$l4m Railway Loan—The World 
Bank last month made a loan equivalent 
to $14 millions to the Burmese Railway 
Board for its 1961-64 modernization 
Programme. It will cover part of the 
cost of imported equipment (including 
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diesel locomotives and other rolling 
stock); the remainder of the estimated 
cost of $50 millions will be met by the 
Railway Board from operating revenues 
and Government loans. The loan, which 
is guaranteed by the Union of Burma, 
is for 16 years and bears interest at 
5? per cent (including the 1 per cent 
commission allocated to the Bank’s 
Special Reserve). Seven banks are par- 
ticipating in the loan, without the Bank’s 
guarantee, for a total of $14 millions. 


CEYLON 


Danger from Common Market— 
Mr H. V. Perera, chairman of the Bank 
of Ceylon, in his annual statement, 
urged that Ceylon and other countries 
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Mr John S. Proctor 


President, Imperial Bank of Canada, 
Toronto, Canada 











dependent on the export of primary 
commodities should make “a vigorous 
joint effort to prevent the creation of a 
buyers’ market . . . by the operation of 
the European Common Market ”’. The 
highly developed countries should not 
only offer fair prices for these com- 
modities but should also limit the manu- 
facture of competing synthetic products. 
He said Ceylon’s recent financial restric- 
tions were necessary and long overdue, 
and advised the Government to adopt 
aggressive savings schemes to reduce 
the demand for consumer goods and 
increase domestic savings to augment 
the inadequate supply of foreign capital. 


COLOMBO PLAN 


£625m Assistance—A total of £625 
millions of external assistance was: 
granted to south-east Asian countries 
under the Colombo Plan in the year to 
June 30, 1960. ‘This included technical 
assistance, loans, gifts of capital equip- 
ment and agricultural commodities. ‘The 
British share of the total was £44} 
millions, an increase of 50 per cent on 
the figure for the previous year. 


CONGO 


New Katanga Francs—Belgian Congo- 
lese francs ceased to be legal tender in 
the breakaway province of Katanga early 
in January; their place was taken by 
new Katanga notes of equal value. The 
initial issue of the new notes has been 
put at between 1,500 million and 2,000 
million francs (£10.7-£14.2 millions). 


EUROPE 


EFTA Budget—The revised budget 
approved last month by the Council 
of the European Free Trade Area pro- 
vides for a total expenditure of SwFrs 2} 
millions (£185,200) in the financial year 
ending June 30, 1961, shared among 
the members as follows: Austria and 
Denmark 10 per cent each, Norway 
8 per cent, Portugal 4 per cent, Sweden 
22 per cent, Switzerland 16 per cent and 
Britain 30 per cent. Expenditure up to 
June 30, 1960, was SwFrs 293,000 
(£24,300), paid by the members in the 
same proportions. 


FINLAND 


Brake on Credit Expansion—Dr Klaus 
Waris, Governor of the Bank of Finland, 
said in a recent statement that credit 
expansion last year was greater than was 


were overstrained. ‘To combat this the 
Bank had tightened conditions for redis. 


counting bills—from the beginning of F 
1960 the limit for rediscounting free of 7 
penalty was lowered from 60 to 30 per F 


cent of the funds of the bank concerned, 


In July the scale of the penalty rates of 


interest was made steeper and at the 
end of October the maximum penalty 
rate was raised from 3 to 4 per cent 
This penalty rate is charged in addition 


to the official rate on rediscounts, which © 
was 6} per cent throughout last year 7 
and the banks are prevented from pass. 
ing this burden on to their customer, | 
But Dr Waris complains that even | 
severe use of the penalty rates cannot | 
check the credit expansion while ther © 
is no legal obligation on the banks to | 


keep adequate cash reserves. 


FRANCE 


New Bank Liquidity Curb—A ney ’ 
system of liquidity ratios for controlling F 


the banking system has been introduced 
as an experimental measure. Under the 
new arrangements the banks will be 


obliged to hold at least 20 per cent of & 
their resources in Treasury bills and © 
another 10 per cent in cash and medium. 7 
term assets. Previously the only require. © 
ment was that they kept 25 per cent of F 
their resources in Treasury bills; they © 
could rediscount short-term assets a 7 
the central bank to help them raise F 
Now that © 
certain medium-term assets must be | 
reserved to meet the new ratio require 7 
ment, the banks will have much les 
The new com 
bined ratio—known as the Treasury — 
coeficient—of 30 per cent may kf 
varied in the light of prevailing economt F 


funds to reach this level. 


room for manoeuvre. 


conditions. 


GERMANY 


Discount Rate Cut—The Bundesbank 
Council announced in the middle of last 
month a cut in its discount rate from § 
At the same time tt F 
cut the minimum reserves requiremet! 
for domestic deposits by 5 per cent, F 
leaving the ratio for deposits held bi F 
non-residents untouched. This shoul 
release, from February 1, some DM 45) & 
millions (£38 millions) of the DM 12,80 & 
non-interest F 
The Bundesbank’ F 
statement emphasized that “‘ these mea § 
ures were taken exclusively with an et F 
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4 to 34 per cent. 


millions ‘‘ frozen’”’ in 


bearing reserves. 


desirable and that economic resources | 








S$ to F 





new | 
sling & 
luced 
r the 4 
ll be © 
nt of © 


lium- 


yuire- 
nt of Fe 
they F 
ts at 


+ that 
st be Fe 
quite- 4 
n less & 
com: | 
easuty | 
y be 
nomic 4 


esbank 
of last 
> from & 
rime it 
rement 
r cent, Be 
eld by 
should & 
YM 45) 
interest F 
sbank’s 
p meas 
an eye & 





on the international interest gap .. . to 
ward off the continuous influx of foreign 
exchange and to smooth the way for 
exports of money ”’. 


$196m Refinancing for World Bank 
—The World Bank has agreed to bor- 
row about $196 millions from the 
Bundesbank to replace note issues, 
aggregating $148 millions and DM 200 
millions (about $48 millions), held by it 
which are due to mature in the coming 
year. The new notes, dated January 16, 
1961, bear interest at 3 per cent—well 
below the current market rate in Ger- 
many; $75 millions and DM 100 mil- 
lions mature on August 1, 1964, and 
$73 millions and DM 100 millions on 
February 1, 1965. The average maturity 
of the new notes is thus three years and 
ten months. —The Bundesbank has now 
lent $591 millions in dollars and marks 
to the Bank—over a quarter of its out- 
standing indebtedness. 


GHANA 


Federation ?—A conference between 
Ghana, Guinea and the Mali Union 
held in the second half of December 
agreed that the three countries should 
form a union that would pursue a 
common economic and monetary policy. 


INDIA 


{5m Loan from Britain—An agree- 
ment with Britain for a further £5 
millions loan was signed in the last week 
of December. It differs from previous 
ones in that the whole of the sum in- 
volved is repayable over 20 years and 
no capital or interest payments are to 
take place during the first five years. 
Under previous agreements part of the 
loan had been repayable in ten years 
and only the balance in 20, while 
interest was payable from the start. 


$50m Ex-Im Loan—The US Export- 
Import Bank has granted a $50 millions 
credit to India, repayable in ten years 
starting in 1966, for purchasing Ameri- 
can machinery and equipment. 


ISRAEL 


Budget Spending Up—The budget for 
the fiscal year 1961-62 provides for total 
expenditure of 1£1,869 millions (£337 
millions), an increase of 10 per cent on 
the figure for the current year. Sub- 
sidies to keep down local prices and 
encourage exports will cost 1£42 millions 


({8 millions). 
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Merchant Fleet — The 


Im - Ton 
Minister for Transport has estimated 
that the country’s merchant marine will 
grow to almost a million tons within 
the next three years. The Government’s 


own investment in shipping would 
reach a level of I£40 millions by the 
end of the current financial year. 


ITALY 


Co-operative Planning—A new ven- 
ture in economic planning was launched 
by the Government in January when it 
held a conference of senior Government 
officials, trade union representatives and 
business leaders to discuss problems of 
mutual interest with a view to working 
on a jointly planned development pro- 


gramme. 
_ JAPAN 


$23m for Steel Industry—The World 
Bank made two loans to private Japanese 
companies in December. ‘The first, 
equivalent to $6 millions, was made to 
the Japan Development Bank, which 
will relend the proceeds to the Kawasaki 
Steel Corporation. The First Boston 
Corporation has privately placed $4 
millions of Kawasaki notes with insti- 
tutional investors. ‘This is the Bank’s 
third loan for the construction of new 
facilities by this company. The second 
loan, also made through the Japan 
Development Bank, is for the equivalent 
of $7 millions, the proceeds of which 
will be relent to Sumitomo, another 
steel company. Kidder, Peabody & Co. 
privately placed $5.8 millions of Sumi- 
tomo notes on the American capital market 
in conjunction with the Bank. Both Bank 
loans are for 15 years and bear interest 
at 52 per cent, including the 1 per cent 
commission. Both are guaranteed by 
the Government of Japan and amortiza- 
tion of both will begin in 1963. 


KENYA 


£12m Capital Outflow—The Finance 
Minister, Mr Mackenzie, has indicated 
that, with revenue collections running 
far below estimate, it may be necessary 
to cut Government expenditure sub- 
stantially during the present and the 
next financial year, and reduce outlays 
under the 1960-63 development pro- 
gramme. He pointed out that the flight 
of capital from the country had averaged 
nearly £1 million a month during 1960, 
with the result that the local funds 
available for financing the Government’s 
deficit had been drained away. At the 





same time, the chances of raising money 
by floating loans on the London market 
had virtually vanished. The finances of 
the local banks have been strained so 
much that many are said to be leaning 
heavily on overdraft facilities provided 
by their parent institutions abroad. 


KUWAIT 


Oil Output Up 20% —The output of 
the Kuwait Oil Company, which is 
jointly owned by Gulf and British 
Petroleum, rose by 20 per cent in 1960 
to reach the record level of 80.6 million 
tons. During the year a £7.7 millions 
expansion programme was launched. 


LATIN AMERICA 


British Export Drive—A new campaign 
is to be launched to strengthen British 
exports to Latin America. ‘The scope 
of the Dollar Exports Council has been 
widened to take in all Latin American 
countries and it has been renamed the 
Western Hemisphere Exports Council. 


LIBERIA 


$200m Iron Ore Project—Arrange- 
ments for financing the development of 
the iron ore resources of Nimba by a 




























Swedish concern working under the 
control of an international group known 
as Lamco Joint Venture have now beep 
completed. ‘To supplement the $100 
millions that is being made available by 
the Swedish and American interests in 
Lamco, the US Export-Import Bank js 
providing a credit of $30 millions, the 
First National City Bank of New York 
$5.7 millions, and $50 millions is being 
contributed by the German Kredit 
Anstalt for Wiederaufbau. The total 
cost will be about $200 millions. 


MALAYA 


Avoiding Stamp Duties—The Gover. 
ments of Malaya and Singapore are 
trying to arrange with the 
authorities for the opening of Malayan 


_ registers of London-based tin and rubber 7 
companies which do their main business 


in the Malayan peninsula. If local share 
registers were maintained it would not 
be necessary for Malayans wishing to 
invest in local enterprise to incur British 
stamp duties. 


MEXICO 


$15m_ Irrigation Loan—The World 
Bank last month made a loan equivalent 
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to $15 millions to a financial agency 
through which the Mexican Government 
borrows abroad, for the improvement 
of irrigation over 14 million acres of 
farmland on the north-west coast of 
Mexico. Total cost of the improvements 
will be about $41 millions—the Bank’s 
loan will cover the foreign exchange 
costs and the Government will finance 
the remaining domestic costs. The 
Bank’s loan, guaranteed by the Mexican 
Government, is for 20 years and bears 
interest at 5% per cent, including com- 
mission. Six American banks are par- 
ticipating without the Bank’s guarantee, 
for a total of $821,000. 


NEW ZEALAND 


Steps to Curb Inflation—Initial plans 
to check inflation, announced by Mr 
Holyoake, provide for an internal loan, 
a review of Government expenditure, 
and a continued close watch on the 
behaviour of bank advances. An earlier 
proposal to raise an overseas loan was 
not being proceeded with for the time 
being because this would not have any 
immediate effect. 


PAKISTAN 


Decimal Change-over—The change- 
over to a decimal currency system took 
place at the beginning of January. The 
rupee retains its existing value but is 
now divisible into 100 piasa instead of 
64 pice or 192 pies. 


{3m Loan to Railways—Arrangements 
for a further £3 millions loan by Britain 
towards the cost of financing the current 
five-year programme have been finalized. 
It will be used to buy railway wagons, 
but will be repayable over 20 years 
with a grace period of five years if 
Pakistan finds difficulty in covering the 
repayments. 


PERU 


$100m Steel Development — The 
state-owned steel-producing Santa Cor- 
poration is co-operating with a con- 
sortium of Swiss, French and German 
interests operating under the title of 
the Overseas Industrial Construction 
Company of Zurich in a development 
programme costing $100 millions. With- 
in three years it is hoped to increase 
the corporation’s annual output of 60,000 
tons tenfold at its Chimbote plant. 


310m for Road Improvement—In 
December the World Bank made a loan 
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equivalent to $5.5 millions to Peru to 
cover the foreign exchange costs of 
constructing 125 miles of roadway be- 
tween the Amazon area in eastern Peru 
and Lima. The total cost will be about 
$11 millions—a US Development Loan 
Fund loan of $4.5 millions will cover 
most of the local currency costs, and the 
Peruvian Government will finance the 
remaining domestic costs. "The World 
Bank loan, its twelfth in Peru, is for 15 
years and bears interest at 5} per cent. 
including the 1 per cent commission. 


POLAND 


£45m Czech Loan—Czechoslovakia has 
undertaken to grant Poland a loan of 
112.5 million roubles (about £45 mil- 
lions at the new official rate) to finance 
the development of copper mines and 
copper processing plants. Repayment 
is to be effected through deliveries of 
copper and copper products by 1978. 


SOUTH AFRICA 


$374m from IMF—The Government 
purchased $373 millions of foreign cur- 
rencies from the International Monetary 
Fund at the end of December to offset 
the drain on external reserves. Some 
$124 millions was drawn immediately, 
but even so official gold and foreign 
currency holdings were down to £85 
millions in mid-January. 


SPAIN 


Still No Upswing—The balance of pay- 
ments continues to display unusual 
strength, and the percentage of imports 
liberalized was raised from 65 to 70 
per cent at the beginning of the year, 
but there is considerable concern over 
the absence of any revival in economic 
activity after the slow-down caused by 
the 1959 stabilization plan. 


SWEDEN 


No Early Relaxation—The Finance 
Minister has made it clear that the 
Government is not contemplating any 
early relaxation of financial restrictions, 
the danger of the recent boom leading 
to a bout of inflation still being con- 
sidered too great to permit concessions. 


SWITZERLAND 
£74.5m on French Planes—The Swiss 


Federal Council has announced that it 
intends to buy 100 French Mirage 
fighter planes at a cost of SwFrs 900 
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millions (£74.5 millions) to replace its 
force of British Vampires which are 
considered obsolete. ‘The planes will, 
however, be for the most part built in 
Switzerland under licence so that two- 
thirds of the total cost will be incurred 
within Switzerland itself. 


{5m loan to IBM—lIt was announced 
early in January that merchant banks 
and other institutions had underwritten 
a SwFrs 60 millions (£5 millions) issue 
on the Swiss market of 4} per cent stock 
by a subsidiary of International Business 
Machine Corporation of the US. 


TAIWAN 


$40m Loan for Dam—America has 
granted ‘Taiwan a loan of $40 millions 
to help finance a new 780-feet dam on 
the Tachia River. 


TURKEY 


$87m OEEC and IMF Aid — The 
Council of the OEEC has decided to 
grant a credit of $50 millions to Turkey 
from the European Fund to enable the 
Turkish Government to implement its 
economic programme and to ensure that 
the further growth of the economy is 
not hindered by insufficient imports. 
The IMF has granted Turkey additional 
credit facilities equivalent to $37.5 mil- 
lions. ‘These follow a credit of about 
$100 millions in 1958 through the EPU 
and the special credits granted last year 
by America and Germany. The measures 
proposed by the Turkish Government 
include a strict fiscal policy and a 
balanced budget; the central bank will 
be able to use an active interest rate 
policy and variable reserve ratios in 
order to limit the growth of credit. 


{3.6m Debt Settled—New arrange- 
ments have been made for the settle- 
ment of the £T91 millions (£3.6 mil- 
lions) still due to Britain under the 1939 
and 1940 loan agreements. Part of the 
sum is to be disposed of by shipments 
of tobacco and certain other Turkish 
exports, while the remainder will be 
used for financing local currency ex- 
penditure by Britain in connection with 
the Anglo-Turkish Cultural Agreement. 


USSR 


Commercial Talks with UK—Officials 
from the Soviet Ministry of Foreign 
Trade had detailed discussions at the 
Board of Trade in London last month 
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with a view to the conclusion of a Treaty 
of Trade and Navigation with Britain. 


VENEZUELA 


OPEC Meeting—The second conference 
of the Organization of Petroleum Oil 
Exporting Countries was held in Caracas, 
the Venezuelan capital, last month. One 
of the main items discussed at the talks 
was the problem of stabilizing oil prices. 


Payments Restrictions Relaxed—It 
has been announced that non-resident 
owners of investments in Venezuela or 
of credit balances against which they are 
receiving payments abroad, which were 
in existence prior to November 9, 1960, 
must register them with the central bank 
by March 2. This will entitle them to 
receive service in foreign currency. 


WORLD BANK 


IFC Investment Record—The Inter- 
national Finance Corporation made 13 
new investments last year costing the 
equivalent of $18.6 millions—$8.4 mil- 
lions more than in 1959, itself a record. 
It has now made 36 investments totalling 
$45 millions in 17 member countries. 
Seven of the investments in 1960 were 
made in countries in which the IFC 
had not previously invested—Argentina, 
Finiand, Italy, Tanganyika and Vene- 
zuela. Participations by private investors 
increased from $3.2 millions at end-1959 
to $5.8 millions at end-1960. 


YUGOSLAVIA 


$275m Credits — The International 
Monetary Fund is making $75 millions 
available in various currencies to the 
Yugoslav Government in support of its 
exchange reform and trade liberalization 
programme. Credits amounting to about 
$100 millions have been promised by 
the United States and further credits 
from a number of European countries 
are expected to exceed this amount. 
The new Yugoslav exchange rate will be 
changed from 300 to 750 dinars to the $ 
(2,100 per £ compared with 840-1,120 
to the £ at present). Simultaneously, 
the Government will introduce a system 
of tariffs and a programme of trade 
liberalization. When this programme is 
put into effect $45 millions of the IMF 
assistance may be drawn in a single 
transaction, the remaining $30 millions 
will be available under the terms of a 
one-year stand-by arrangement. 





Bank of England—The Earl of Cromer, 
who becomes Governor next July on the 
retirement of Lord Cobbold, has been 
appointed a director, taking the place of 
Mr L. J. Cadbury, who has resigned on 
reaching the age of 70. 

Bank of America—London branch: Mr 
Y. J. Johnson to be vice-president and 
manager in succession to Mr G. Toledo, 
who has been appointed resident vice- 
president for Europe. 

Scotland—Mr R. Orr has been 
appointed London manager on retirement 
of Mr D. J. H. Mitchell. 

Barclays Bank—Nottingham Dist, Local 
Head Office: Mr D. Traill, from Manchester 
Dist, to be a local director. Manchester Dist, 
Local Head Office: Mr A. A. Taylor, from 
York St, to be a local director. Head Office, 
Inspection Dept: Mr C. A. Cripps to be 
deputy chief inspector (security). Chief 
Foreign Branch: Mr B. J. Brent to be a 
departmental manager. Barmouth and Har- 


lech: Mr E. Davies, from Pwllheli, to be 
manager. Heaviley: Mr G. Mason, from 
Swan St, Manchester, to be manager. 


Henley-on- Thames: Mr D. E. Hodges, from 
Tadley, to be manager on retirement of 
Mr C. F. Harwood. Leigh, Lancs: Mr 
R. J. T. Boulton, from Kendal, to be 


APPOINTMENTS AND RETIREMENTS 


manager. Manchester—Piccadilly: Mr W.H. 
Newby, from Leigh, Lancs, to be manager; 
Royal Exchange: Mr R. N. J. Taylor, from 
Stockport, to be manager on retirement of 
Mr C. W. Fox; York St: Mr F. S. Hurst, 
from Piccadilly, Manchester, to be manager, 
Manningtree: Mr W. N. Hurst to be 
manager. 

Chase Manhattan Bank—London: Mr 
H. E. Darling to be vice-president and 
general manager; Mr R. Wentworth to 
be vice-president; Messrs J. S. Athorne and 
D. J. Callahan to be assistant managers. 
Clydesdale & North of Scotland Bank— 
Fife, Newburgh: Mr J. Steel, from St 
Monance, to be manager on retirement of 
Mr A. S. Burton. Glasgow, Laurieston: 
Mr R. Gillies, from Head Office, to be 
manager on retirement of Mr J. L. Campbell, 
District Bank—Mr W. Mitchell, chief 
‘general manager, has retired and is suc- 
ceeded by Mr F. A. Rushton, formerly 
deputy chief general manager. Todmorden: 
Mr B. A. C. Griffiths to be manager. 
Foreign Banks and Affiliates Association 
—Mr J. Wauters, of the Banque Belgo- 
Congolaise, has been appointed repre- 
sentative. 

Hongkong and Shanghai Banking Corpn 
—London: Mr G. A. Stewart and Mr W. H. 
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it is uneconomic to use a fully-trained 
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end-product does not need checking. These developments have alo 
led to speedier systemisation of sales, order, accounting and pro — 
duction procedures, and a host of other administrative function, F 
providing tremendous economies in time and effort. 4 









- 2S2Smno Vo Sacto’ ys @ ESO ee ee eee ae eee 








trained 
duction F 
andth B 
ve also 


id pro- 


ction, 


= 
vers al 
proces F 


stc., and 


o legible fe 


nd there 


| details 


Sur} 











Lydall to be joint managers on retirement 
of Mr M. D. Scott. 

Lloyds Bank—Viscount Amory of Tiver- 
ton, formerly Chancellor of the Exchequer, 
has been re-elected to the board. 
Office, Chief Inspector's Dept: Mr J. M. 
Warren, from Willenhall, to be an inspector. 
Kettering (also Silver St): Mr R. K. Burns, 
from Maidstone, to be manager on retire- 
ment of Mr R. T. Saint. New Swindon: 
Mr D. H. Plimsoll, from Head Office, to be 
manager on retirement of Mr S. R. Stidston. 
Swansea, St Helens: Mr J. M. Richards, 
from Rhymney, to be manager on retirement 
of Mr D. E. Lewis. West Drayton: Mr 
D. J. S. Martin, from Westminster House, 
to be manager in succession to the late Mr 
W. J. Maskell. Weybridge: Mr S. Decent, 
from Torquay, to be manager. 

Martins Bank—Mr A. R. W. Wetherell, 
from Liverpool Overseas Branch, to be chief 
overseas manager. London, Chief Overseas 
Branch: Mr E. P. Jaggard to be manager. 
Liverpool Overseas Branch: Mr S. Herbert, 
from Manchester Overseas Branch, to be 
manager. Manchester Overseas Branch: Mr 
W. L. Cockburn, from Liverpool Overseas 
Branch, to be manager. Barrow-in-Furness: 
Mr T. R. Ion, from Ulverston, to be 
manager. Dewsbury: Mr H. D. Faragher, 
from Bury, to be manager. Kirkby Lonsdale: 
Mr G. A. Bateson to be manager. Ulverston: 
Mr H. F. Earnshaw, from Kendal, to be 
manager. 

Midland Bank—Head Office, Premises Dept: 
Mr F. L. Tattersall to be manager in suc- 
cession to the late Mr F. Fowler. London— 
Camden Town: Mr A. S. Warran, from 
Newington Green, to be manager on retire- 
ment of Mr T’.. H. Evans; Chelsea, 377 King’s 
Rd: Mr H. C. Baker to be manager in 
succession to Mr A. C. Buglear; South 
Kensington: Mr E. C. G. Waddams, from 
New Cross, to be manager on retirement of 
Mr A. H. Chattaway; New Cross: Mr A. C. 
Buglear, from Chelsea, to be manager in 
succession to Mr E. C. G. Waddams; 
Newington Green: Mr C. F. Youngman to 
be manager in succession to Mr A. S. 
Warran. Birmingham—Gt Hampton St: 
Mr L. J. Fretwell to be manager in suc- 
cession to Mr D. E. Sutton; Warstone Lane: 
Mr D. E. Sutton, from Gt Hampton St, to 
be manager in succession to Mr D. F. 
Roberts. Bradford-on-Avon; Mr H. A. 
Morris, from Dorchester, to be manager on 
retirement of Mr T. F. Bastick. Bristol— 
Brislington: Mr J. F. Edney to be manager 
in succession to Mr J. Hughes; Brislington 
Trading Estate: Mr L. S. Ebdon to be 
manager; St Philip’s: Mr J. Hughes, from 
Brislington, to be manager on retirement of 


Mr H. T. Hempsall. Clun: Mr R. P. 


Benbow, from Penybont, to be manager on 
retirement of Mr M. W. Powell. Deganwy: 
Mr R. V. Plimmer to be manager. Liver- 
pool, Smithdown Lane: Mr R. M. Wilson, 
from King St, Manchester, to be manager 
on retirement of Mr A. C. Davies. Pembroke 

k: Mr R. W. Gait to be manager. 


Head 
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Redditch: Mr D. F. Roberts, from Warstone 
Lane, Birmingham, to be manager on retire- 
ment of Mr R. L. Ball. 

National and Grindlays Bank—Mr C. 
Gardner, formerly chief manager of the 
Eastern Dept of Lloyds Bank, to be an 
assistant general manager; Mr R. J. S. 
Marsh, also formerly of the Eastern Dept. 
of Lioyds Bank, to be an assistant manager. 
National Provincial Bank— Advance Dept: 
Mr B. Justham to be a controller. Exeter, 
Trustee Branch: Mr C. C. Davies to be 
assistant manager. London—Kingsway: Mr 
A. T. Styles, from Palmers Green, to be 
manager; Palmers Green: Mr J. W. Harpur, 
from Barnet, to be manager. Barmouth: 
Mr R. L. Lloyd, from Barmouth, to be 
manager. Barnet: Mr C. Stanislaus, from 
City Office, to be manager. Caernarvon: 
Mr L. C. Davies, from Barmouth, to be 
manager on retirement of Mr W. T. Ellis. 
Old Colwyn: Mr C. Self, from Beaumaris, 
to be manager on retirement of Mr I. Jones. 
Keynsham: Mr D. G. Blair, from Waterloo- 
ville, to be manager. Morpeth: Mr W. H. 
Rawlings, from Queen’s Ferry, to be 
manager. Newport (Mon.), Maindee: Mr 
J. W. Williams, from Pontypridd, to be 
manager on retirement of Mr N. D. Beckett. 
Royal Bank of Canada—Mr W. E. 
McLaughlin to be president and chief 
executive officer in succession to the late 
Mr M. M. Walter; Mr C. B. Neapole, 
formerly assistant general manager, to be 
general manager in succession to Mr 
McLaughlin. 

Westminster Bank—Head Office—Public 
Relations Dept: Mr W. L. Corley, formerly 
deputy assistant secretary, to be principal; 
Mechanization Dept: Mr G. F. Corbin to be 
principal. London—Lothbury: Mr J. G. 
McK. Simmons, from Victoria, to be deputy 
manager; Threadneedle St: Mr H. Lindsay, 
from Lothbury, to be manager on retirement 
of Mr B. T. H. Burman. Ampthill: Mr 
D. W. Norris to be manager. Bideford: Mr 
K. E. Taylor to be manager. Brighton, 
London Rd: Mr J. Martin to be manager on 
retirement of Mr N. M. Clarke. Bruton: 
Mr S. A. Scott, from Shepton Mallet, to be 
manager. Cardiff: Mr E. G. Davies, from 
Bruton, to be manager on retirement of 
Mr L. W. Way. Carshalton Beeches: Mr 
A. H. Leigh to be manager. Cheshunt: Mr 
D. J. Neal, from Hoddesdon, to be manager 
on retirement of Mr G. H. Jeffrey. Ching- 
ford: Mr W. C. Smith, from St Pauls, to 
be manager on retirement of Mr G. H. 
Mulvey. Elmers End: Mr A. Wilson to be 
manager. Hadleigh, Essex: Mr R. P. Band 
to be manager. Kettering: Mr G. Day, 
from West Bridgford, to be manager on 
retirement of Mr A. A. Barlow. Kingston- 
upon-Thames: Mr H. G. Jannaway, from 
Redhill, to be manager. Market Drayton: 
Mr R. Radford, from Lincoln, to be manager 
on retirement of Mr J.S. Anderson. Redhill: 
Mr F. H. Booker, from Welwyn Garden 
City, to be manager. Selsey: Mr J. J. R. 
Goldby to be manager. 





Averages 


of Months: 


1921 
1922 
1923 
1924 
1925 
1926 
1927 
1928 
1929 
1930 
1931 
1932 
1933 


1959: Dec 16 


1960: 


Dec 31 


Feb .. 
Mar .. 
April .. 
May .. 
June 15 
July .. 
Aug .. 
Sept .. 
Get .. 
Nov .. 
Dec 14 


Net 


Deposits 


{mn 
1,759 
1,727 
1,628 
1,618 
1,610 
1,615 
1,661 
1,711 
1,745 
1,751 
1,715 
1,748 
1,909 
1,834 
1,951 
2,088 
2,160 
2,225 
2,218 


2,181 
2,419 
2,863 
3,159 
3,554 
4,022 
4,551 


4,932 
5,463 
5,713 
5,772 
5,811 
5,931 
5,856 
6,024 
6,239 
6,184 
6,012 
6,138 
6,330 
6,617 


7,043 
7,165 


7,041 
6,803 
6,683 
6,766 
6,746 
6,794 
6,900 
6,876 
6,883 
6,918 
6,923 
7,070 


Liquid Ass 
Zo 


{mn 
680 
658 
581 
545 
539 
532 
553 
584 
568 
596 
560 
611 
668 
576 
623 
692 
713 
683 
672 


648 
785 
676 
712 
723 
788 
886 


1,280 
1,646 
1,703 
1,920 
2,345 
2,308 
2,097 
2,201 
2,190 
2,098 
2,218 
2,256 
2,256 
2,277 


2,543 
2,628 


2,541 
2,296 
2,218 
2,262 
2,244 
2,253 
2,259 
2,266 
2,276 
2,287 
2,288 
2,399 
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TDRs 


{mn 
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73 
495 
642 

1,002 
1,387 
1,811 


1,492 
1,308 
1,284 


430 
247 


Special 
Deposits 


5.8 
69.8 
105.3 
142.6 
142.0 
141.7 
142.6 
143.4 


BANKING STATISTICS 


Banking Trends since World War I* 


Investments 
oO 


{mn 
325 
391 
356 
341 
286 
265 
254 
254 
257 
258 
301 
348 
537 
560 
615 
614 
643 
652 
637 


608 
666 
894 
1,069 
1,147 
1,165 
1,156 


1,345 
1,474 
1,479 
1,505 
1,505 
1,624 
1,983 
2,163 
2,321 
2,149 
1,978 
2,008 
2,149 
1,835 


1,720 
1,710 


1,698 
1,618 
1,501 
1,439 
1,405 
1,376 
1,340 
1,317 
1,312 
1,304 
1,289 
1,288 





833 
750 
761 
808 
856 
892 
928 
950 
994 
965 
921 
847 
762 
756 
772 
869 
844 
958 
980 


995 
964 
872 
810 
759 
761 
778 


897 
1,117 
1,330 
1,450 
1,614 
1,835 
1,851 
1,743 
1,817 
2,033 
1,911 
1,967 
2,023 
2,634 


2,936 
2,987 


2,963 
3,049 
3,130 
3,228 
3,256 
3,258 
3,357 
3,312 
3,313 
3,345 
3,363 
3,397 


* Ten clearing banks for 1921-35, thereafter eleven. Ratios to gross deposits. 
t Revised basis: see Note on page 78. 





144 





Advancest 
{mn S 


eS st se 





RRRRRRASLESS 








Pp tee Sa SS Ne ae ee eee ee eS ee ee ae 


“100 U1 OO > 





BRRRERSESEERSS 








Trend of “Risk ’’ Assets 

















(£ million) 
Dec 14, 1960 c Change in 
% of Year to Monthly Periods 
Gross Dec, 1960 
Deposits 1960 Sept Oct 
Investments: 
Barclays - . aan Bee - 103.1 — — 
Lloyds oa .. 248.4 18.4 —- 72.9 ~ Ja ~~ 33 
Midland “- . oe. oe — 98.4 - 0.9 — 
National Provincial... 140.4 16.0 — 34.4 —— — 
Westminster . . .. 148.1 15.0 — 63.5 — — 4.8 
District i co. a: aes — 23.3 —— - 0.1 
Martins ie ay 50.6 14.2 — 19.4 — — 
Eleven Clearing Banks 1,288.0 17.1 — $31.9 - 4.8 - 8. 
Advances: 
Barclays ‘4 oo tae 8S +100.4 - 3.1 + 1.1 
Lloyds oa . wt.e 46.3 + 55.8 - 7.7 - 0.9 
Midland e . re +119.4 +10.7 - 1.9 
National Provincial... 411.3 46.8 + 67.5 —- 5.4 +16.9 
Westminster . . .. 454.1 45.9 + 68.9 + 4.2 + 7.6 
District a .. 120.6 45.4 + 18.2 +1.5 + 1.8 
Martins ee .- 160.0 44.9 + 22.0 - 0.9 + 3.0 
Eleven Clearing Banks 3,397.3 45.2 + 461.8 + 1.6 +32.1 





Trend of Bank Liquidity* 
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1958 1959 
Dec Dec Dec 
Mar 31 Mar Nov 16 31 Mar Oct 
7 Yo Ao Yo Yo Yo Yo 7 
Barclays - wea ee RE Ft he SLD aS OS 
Lloyds > oe Bee Be Se Bee. 28. 2S a 
Midland +s aoe wee oe 24 3e.2: 2.) 2 6 See 


National Prov 34.0 36.0 31.1 35.2 37.6 37.0 30.0 31.1 
Westminster.. 35.4 33.2 32.8 34.0 34.6 33.4 33.4 30.4 


District ~~ mae ae ae. ae. oe ae a a 
Martins . Cee Be 2. RS we HS BY BS 
All Clearing 

Banks .. 33.9 34.6 31.0 33.6 34.2 34.3 31.5 31.5 


* Cash, call money and bills shown as percentage of gross deposits. 





Money and Bill Rates 


Mondays: Jan 18, Nov 21, Dec 19, Jan2, Jan9, 
1960 1960 1960 1961 1961 
Bank rate .. ea wee 5437 5t 5 5 
Treasury bills: 
Average allotment rate* 3 #8 43 43 4h 4H 
Market’s dealing rate, 

3 months na oo 428 42, 4% 48 
Bankers’ deposit rate 2 34 3 3 3 
Short money: 

Clearing banks’ minimum 2% 3% 3% 32 3% 
Floating money . . .. 2-34 34-42 3244 33444 33-4} 
US Treasury Bill. . « 4406: 2.35% 2.222 2.235% 2.385 


*Preceding Friday. + Raised to 5% on 21.1.60, and 6% on 23.6.60. 


34% on 27.10.60. + Lowered to 5% on 8.12.60. 
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I—The Budget 
. (£ million) 
N Gain or 
< F Original Expected April 1 loss* on 
“1}.8 budget gain or 1960, to corresponding 
=1% estimates _loss* on Jan 21, period of 
: 1960-61 1959-60 1961 1959-60 
3 Total Inland Revenue 3,273 +263 1,921.0 - 3.8 
713 Customs and Excise .. 2,409 +127 1,924.3 +110.2 
5| 8 Other revenue 298 — 40 261 .6 — 20.6 
| & Total ordinary revenue . 5,980 +350 4,106.9 + 85.9 
5| 8 Debt interest (including sinking fund) 680 - 2% 574.2 = 56,2 
a6 Other consolidated fund... 89 - 1 71.6 o~ Dae 
i: Supply expenditure .. 4,907 — 405 3,834.6 — 293.2 
- Total ordinary expenditure 5,676 — 432 4,480.5 — 354.7 
=| Above line surplus or deficit +304 - 82 ~ 373.6 ~ 268.7 
>1¢ 1 Net deficit below line — 622 + 78 ~ 481.3 + 134.6 
Nia g of which 
>| 8 local loans (net lending shown 
=i. E minus) .. : + 36 + I + 48.6 «i. Bog 
f loans to state industries, net — 465 +109 — 398.2 +121.6 
: Total deficit . — 318 - 4 — 854.8 — 134.1 
I : * Plus ilies increase in receipts or surplus, fall in expenditure or deficit. Minus 
~ : indicates fall in receipts or surplus, rise in expenditure or deficit. 
810 
= bi Ii—National Savings 
(£mn: Receipts into Exchequer reported during period) 

Savings Total 
> Certi- Defence Savings Premium ‘Total Accrued Defence Remain- 
a ficates Bonds Banks Bonds Small Interest Bond ing In- 
~ (net) (net) -, (net) (net) Maturity vested* 
2. 1953-54 .. +19.0 + 0.3 -— 79.3 as - 60.0 88.6 -38.4 6,008.7 
+. 1954-55 .. +46.0 +51.1 —35.4 — + 61.7 88.8 -—28.8 6,126.2 

1955-56 .. +19.7 +21.5 — 80.4 a= - 39.2 82.7 -50.8 6,123.6 
1956-57 .. +72.0 + 3.2 -20.6 +65.0 +119.5 35.5 -38.9 6,240.0 
wie 1957-58 .. -—21.3 —-22.2 -62.4 +80.2 - 15.6 45.9 -17.7 6,272.0 
1958-59 ..-+131.9 +117.9 -55.2 +66.5 +270.4 54.4 -10.0 6,582.0 
1959-60 .. +66.9 +144.4 +52.7 +41.1 +306.0 83.5 - 1.7 6,969.0 
1959-60 
April-Nov +52.7 +99.8 +4+35.5 +34.3 +222.5 51.3 - 1.2 6,854.0 
December + 2.5 + 9.3 -34.6 + 1.2 -— 21.6 8.6 — 0.1 6,841.0 
1960-61 
April-Nov +43.5 +71.3 +13.8 +38.1 +166.7 59.0 - 0.8 7,191.0 
December + 3.3 + 8.8 -36.2 + 3.8 -—-— 20.2 9.0 - 90.1 7,180.0 
* After taking account of net sales through the Post Office Savings Bank of Government 


* Including all mermbers of British Bankers’ Association. 








THE EXCHEQUER FINANCES 





securities other than defence bonds. 





Iii—Floating Debt 

















n 

E (£ million) 

= Change in three 
: Beginning of April* Jan months to 

‘b 21, Jan 21, Jan 23, 
3 1958 1959 1960 1961 1961 ~~ 1960 
U Ways and Means Advances: 

& Bank of England — — — — — + 1.8 
4 Public Departments 239.6 291 .6 215.3 284.5 + 94.4 + 53.1 
a Treasury Bills: 

“ Tender 3,120.0 2,950.0 3,460.0 3,360.0 -210.0 + 70.0 
‘ Tap 1,499.4 1,986.3 1,845.7 | 2,018.4 +409.6 -104.6 
g 4,859.0 5,227.9 5,521.0 | 5,662.9 +294.0 + 20.3 











bY cory aa, in each fiscal year (since split of Treasury bills cannot usually be calculated 
at Marc 
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Sterling-Dollar Exchange Rates 

















t Remain.ler of 1947-49 loan repaid in sterling. 
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IMF gold payment 


Service of N Amer loans 187 
* Gold and convertible currency from Dec, 1958. + Source: Federal Reserve Bulletin. 





Jan 22, Novi18, Dec 23, Dec 30, Jan 6, Jan 13, Jan 20, 
1960 1960 1960 1960 1961 1961 1961 
Official Market 
Spot 2.80} 2.814% 2.803 2.803 2.80% 2.802 2.803 
3 months par lc pm Hicpm icpm cpm cpm cpm 
Security* .. 2.794 2. git 2.794 2.794 2.79} 2.784 2.78} 
* New York market quotations. 
Britain’s Gold and Dollar Reserves* 
(Millions of US dollars) 
Financed by 
Net Gold Official Private 
and Dollar Special Reserves K 
Surplus (+) Ameri- Payments Change at End Dollar 
Years and or Deficit (—) can and in of Balances} 
Quarters Aid Credits Reserves Period 
1946 — 908 — +1123 + 220 2696 194 
1947 - 1431 —- +3513 - 618 2079 267 
1948 - 1710 682 + 737 — 223 1856 295 
1949 — 1532 1196 + 116 — 168 1688 236 
1950 + 805 762 + 45 +1612 3300 257 
1951 — 988 199 - 176 — 965 2335 508 
1952 - 736 428 - 181 — 489 1846 472 
1953 + 546 307 - 181 + 672 2518 49] 
1954 + 480 152 - 388 + 244 2762 428 
1955 - 575 114 - 181 - 642 2120 480 
1956 — 626 66 + 573 + 13 2133 679 
1957 - 419 26 + 533 + 140 2273 602 
1958 +1005 6 — 215 + 796 3069 654 
1959 + 449 — - 782 — 333 2736 719 
1960 + 771 — — 275 + 496 3231 oi 
1959: 
III + 164 = - 52 + 112 3284 672 
IV - 94 -- - 454 - 548 2736 735 
1960: 
I + 107 -— - 62 + 45 2780 928 
II + 180 -~ - 67 + 113 2892 1224 
July + 160 =~ - 56 + 104 2996 
August + 146 a - 70 + 76 3072 +i 
Sept + 92 - —- 56 + 36 3108 1376 
III + 398 ~- — 182 + 216 3108 1376 
Oct + 128 as - 97 + 31 3139 
Nov + 28 — — + 28 3167 
Dec —- 69 — + 133 + 64 3231 ol 
IV + 87 — + 36 + 123 3231 Bi 
Main Special Items Detailed 
Receipts Payments 
$mn $mn 
1946-50 US and Canadian loans.. 4,909 1951-56 Annual service of US and 
1947-49 IMF loan 300 Canadian loans, etc 181 
1948 South African loan 325 1954 EPU funding payment .. % 
1956 Sale of Trinidad oil 177 IMF repayment . 108} 
IMF loan 561 1958 Service of N Amer loans 188 
1957 India’s IMF loan . 200 1959 IMF repayment. 200 
Return of interest on US IMF subscription 162 
loan. 104 Repayment of Ex-Im 255 
Export- Import Bank . aa Service of N Amer loans 1% 
1960 US bid for Ford Motor.. 367 1960 IMF repayments 307 i 
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BANCO DI SICILIA 


PUBLIC CREDIT INSTITUTION 


} Capital- - - - - Lit. 15.741.314.000 
pm Special Fund Reserved for 
industrial Credit - - Lit. 4.000.000.000 


BOARD OF DIRECTORS AND MAIN OFFICE IN 
PALERMO 


Branches: 


Agrigento, Bologna, Caltagirone, Caltanissetta, 
Catania, Enna, Florence, Genoa, Messina, 
Milan, Palermo, Ragusa, Rome, Syracuse, 

ate Termini lmerese, Turin, Trapani, Trieste, Venice 


Sub Branches: 
lar Marsala—Palermo 


Overseas Branch: 









































4 Tripoli (Libya) - - 27 Sciara Sidi Hamudi 
7 Representative Offices : 
6 London, E.C.2 - 1, Great Winchester Street 
"7 Munich, 2 - - - - Theatinerstrasse 23/1 
8 New York 5,N.Y.- - - - 37, Wall Street 
5) Paris, 8me - - - - - 62, Rue la Boétie 
1 
8 Correspondents in Italy and all over the World 
“ ALL BANKING, STOCK AND 
2 FOREIGN EXCHANGE TRANSACTIONS 
4 Payment and Sale Service of Travellers’ Cheques 
9 and Letters of Credit 
]2 $0000000000000000000000000000 
35 
“ As a matter of interest 
16 
— [{BUILDING SOCIETY THIS 
“a offer you these attractive rates MIXTUR & 
a ORDINARY SHARES: 33° Exmoor Hunt. A mixture that knows 
wie 0 its own mind, as it were. A true 
= SAVINGS ACCOUNTS: se , mixture of great tobaccos. Bristol- 
— Income tax blended with the old skill. The rare 
id by the S , skill. Rich but not too rich. Mellow as 
paid by the Society a memory. Satisfying as a Grand Slam. 
$mn TOTAL ASSETS EXCEED £4,000,000 This is Exmoor Hunt. The mixture with 
Established 1877 the honest appeal to your palate. 
- Accord it the hospi- 
108t a clean tality of your very 
> best pipe. It will 
pe Full details from the Secretary reward you hand- | 
16 9 223/5 Hoe Street, London, E.17 somely. | 
> Broad or Medium Cut | 
} a Telephone : Coppermill 7206/7 1 oz. 4/9$ 20zs.9/7 © 
3 Member of the Building Societies A ti 
4) g Societies Association 
. 137 Fe Deposits in this Society are Trustee Investments E X M 0 0 R “ U N T 
‘ THE hd MELLOW MIXTURE 
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Tullis |: 

<< Russell § : 
| a : 

C ag 

CCUIITY & 


Cheque. § : 

Tullis Russell offer the benefits of 50 years’ experience 
and skill in making sensitized security cheque paper, of a Paper = 
quality and character that help to safeguard the reputation 
of British Banking all over the world. Day and night, ter 


month in and month out, one of Tullis Russell’s machines me 











is engaged entirely in making this paper for all the big deg 
banks at home and overseas. Every stage of the work is 
supervised by qualified technicians specially trained to agai 
control and develop the paper’s protective qualities. tion 

For safety, security and consistency of quality, specify whe 
T.R. Security Cheque Paper —it is a credit to Banking! ma 


Tullis “Russel: 


& CO LM 


THE PIONEERS OF TWIN WIRE PAPERS FOR PRINTERS & SPECIALISTS IN THE MANUFACTURE OF TECHNICAL PAPERS FOR 


SCOTLAND: Auchmuty & Rothes Paper Mills, Markinch, Fife LONDON: “ivorex House’’ Upper Thames St, 
BIRMINGHAM: 18-19 Ludgate Hill MANCHESTER: 372 Corn Exchange Buildings, Corporation # 
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BANK OF CEYLON 





Mr. H. V. Perera Reviews Progress 





HE ‘Twenty-second Annual General 
Meeting of the Bank of Ceylon was held 
on December 17 at Colombo. The 
following are extracts from the statement 
by Mr. H. V. Perera, the chairman:— 

Both politically and economically Ceylon 
has been in the melting pot during the 
greater part of 1960. ‘The last general 
election cleared the political uncertainty 
that prevailed earlier. Now, as the end of the 
year approaches, we find ourselves hemmed 
in by various restrictions on credit and 
foreign exchange which, it is hoped, will 
at least achieve the immediate objective of 
arresting the downward trend in Ceylon’s 
external assets and also help to build the 
foreign balances required for financing 
the import of capital goods so necessary for 
the economic development of our country. 

The assets of your Bank as at September 
30, 1960, amounted to Rs.734 million as 
against Rs.689 million at the end of the 
previous financial year. 

Advances reached an aggregate of Rs.226 
million, an increase of Rs.44 million. Some 
criticism has recently been made that com- 
mercial banks in Ceylon do not lend on 
a medium and long-term basis for indus- 
trial and commercial development and that 
they generally adopt a “‘ cold and suspicious 
attitude towards new industry’’. Commer- 
cial banks can only play a relatively small 
part in providing the medium and long- 
term capital needs for industrial develop- 
ment. It would be inadvisable for a com- 
mercial bank to lend on a medium or long- 


term basis against its demand or short-term 


deposits. As you are aware, we have in 
this Bank an arrangement for granting 
medium-term loans which are matched 
against medium-term deposits of a shorter 
maturity, but the quantum of accommoda- 
tion that can be granted under this scheme 
is naturally limited. While your Bank has, 
wherever possible, promoted initiative in 
industry, agriculture and commerce, it has 
at all times. taken the necessary precautions 
to safeguard its liquidity position and its 
security. Thus it has lived up to the con- 
fidence placed in it by its shareholders and 
its depositors and at the same time has 
faithfully discharged, as far as practicable, 
the duties imposed on it in the interests of 
the people and the economic development 
the country. 

Bank’s investment portfolio has 

been reduced from Rs.167 million to Rs.166 


XXXi 


million, whilst our holdings of Treasury 
Bills have been reduced from Rs. 11.9 
million to Rs. 9.9 million. These adjust- 
ments have been necessitated by both the 
increased minimum reserve requirements 
of the Central Bank as well as the significant 
increase in the volume of advances. Our 
investment in the shares of the Development 
Finance Corporation to the face value of 
Rs.2.8 million has been written down to its 
market value of Rs. 1.96 million. The 
valuation of Government and Government 
guaranteed securities continues to be on the 
basis of the lower of book or par value. 


Deposits and Liquidity 

The total deposits of all commercial 
banks amounted to: Rs.1,019 million as at 
September 30, 1960, as against Rs.945.3 
million as at September 30, 1959, an increase 
of 7.8 per cent. Your Bank increased its 
total deposits from Rs.450 million as at 
September 30, 1959, to Rs.492 million as at 
September 30, 1960, an increase of 9.3 per 
cent. 

Of the total deposits within the banking 
system the share held by your Bank 
amounted to 48.3 per cent. As at September 
30, 1959, the share held was 42.1 per cent. 
and I am sure you will agree that the pro- 
gress made is most gratifying. 

Cash, bullion, loans at call, money at 
short notice and Treasury Bills aggregated 
to Rs.102.5 million. Our total liquid assets 
including Bills discounted amounted to 
Rs.148.8 million. The percentage of liquid 
assets to total deposits is 30.2 (the percen- 
tage to demand deposits is naturally much 
higher). 

There has been a small decrease of 
Rs.3,000 in the net profits which stand at 
Rs.772,000. An interim dividend of 7} per 
cent. was paid on June 1, 1960, and, on the 
acceptance of the recommendation of a 
final dividend of 74 per cent., the total 
dividend for the year will be 15 per cent. 

Your directors recommend the transfer 
of Rs. 350,000 out of current net profits to 
“Other Free General Reserves”. ‘This 
transfer will result in ‘‘ Other Free General 
Reserves ”’ standing at Rs.7,850,000. ‘The 
capital and published free reserves of the 
Bank would then amount to Rs. 18,350,000. 

We continue to maintain cordial relations 
with the principal international banking 
institutions in all parts of the world. 

The report and accounts were adopted. 

















Long-term Capital 


IS PROVIDED BY 


Industrial and Commercial 


Finance Corporation 
Limited 


The Joint-Stock Banks set up the 
Corporation in 1945 to provide long-period 
loans on fixed terms, and share capital, 
to businesses with no ready access 
to the capital market 


ICFC’s facilities are thus supplementary 
to those of the Banks 


The booklet ‘Capital for Business’ 
will be sent on request 


HEAD OFFICE 

7 Drapers’ Gardens, London EC2 
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CLYDESDALE & NORTH OF 


SCOTLAND BANK 





Another Busy and Successful Year 





HE 123rd Annual General Meeting of 

Shareholders of Clydesdale & North of 

Scotland Bank Limited will be held on 
Sth February, 1961, at the Head Office, St. 
Vincent Place, Glasgow. 

The following are extracts from the 
circulated statement of the Chairman, Sir 
Harold E. Yarrow, Bt., G.B.E., LL.D.: 

You will, I am sure, share with me a 
feeling of satisfaction in the position dis- 
closed by the figures, indicating as they do 
another busy and successful year in the 
Bank’s history. 

The Balance Sheet total has risen by 
£10,922,337 to £235,775,806 which is the 
highest that it has ever been. 

Deposits show an increase of £10,310,902 
and now stand at £193,618,185. This, I 
think, is very satisfactory in view of the 
competition which exists for money at the 
present time. 

Our Note Circulation has fallen slightly 
and stands at £24,557,823. 

Acceptances, Confirmed Credits and 
Engagements on Account of Customers have 
again risen, by £1,124,368, to a total of 
£11,087,722. 

On the Assets side of the Balance Sheet, 
our liquid position remains strong. Cash, 
Balances with Other Banks, Money at Call 
and Short Notice and Bills Discounted 
amount to £82,891,401, which represents 
38 per cent. of our Deposits and Notes in 
Circulation. 

Our holding of British Government 
Securities at a Book Value of £68,900,446 
is down'by {8,998,171 on last year’s figure. 

Advances have increased by £7,545,607. 
The increase is very well spread and took 
place largely in the early part of the year 

review. 

The Net Profit for the year shows an 
increase of £18,070. Our income was 
higher but the rise was largely offset by 
increases in General Charges, interest out- 
goings and Profits Tax, and by an all-round 
increase in Salaries and Pensions granted 
during the year. 

in the preceding year, £32,500 has 
been allocated to Staff Widows’ F und, 
£125,000 to Staff Pension Fund and 

{175,000 to Contingent Fund, while the 
Dividend has been maintained at an annual 
te of 20 per cent. The balance carried 
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forward is £221,565 as compared with 
£209,188 in 1959. 


The National Economy 


That the period of freedom from credit 
restrictions proved to be of such short 
duration demonstrates once more how 
precariously the national economy is poised 
on the edge of inflation, that enemy of sound 
economic growth and hence of our whole 
standard of living. What we are searching 
for may be summed up as a high rate of 
investment with its concomitant, a steady 
increase in output; a sound balance of pay- 
ments position, which argues an expanding 
volume of exports; and a stable price level. 

If one fundamental fact has been re- 
emphasised by our experience in the past 
year, it is that Britain depends for its well- 
being on its overseas trade. Surely, there- 
fore, all our efforts must be directed to the 
task of selling our goods to overseas buyers 
on the largest possible scale. 

Of first importance is the need to increase 
production without an increase in costs—in 
short, to raise productivity. 

Commenting on taxation, Sir Harold 
said: There is no doubt that the high level 
and incidence of direct taxation have a 
disincentive effect on enterprises and in- 
dividuals alike. Any reduction in this 
direction need not lead to higher taxation 
in others provided Government expenditure 
is vigorously pruned and kept within the 
bounds of what is essential. The prospects 
of rewards more commensurate with risks 
taken—particularly apposite in the case of 
export trade—and with any extra effort 
made would, I feel sure, bring its own 
return in output and productivity. 

In conclusion, Sir Harold said: We have 
so much to gain from getting our priorities 
right; so much to lose if we don’t, not only 
in loss of prestige and standing in the 
counsels of the world but also in a steady 
erosion of our living standards. Agreement 
is fairly general on what our objectives are, 
what is now required is acceptance at all 
levels of personal responsibility for achieving 

them. ‘The questions of extra effort and 
additional exports cannot be left for “‘ the 
other fellow ” to deal with. Given such a 
sense of responsibility, encouraging pros- 
pects could be translated more certainly 
into welcome realities. 








Annual Genera! Meeting of The Mid- 

land Bank Limited will be held on 
February 17, 1961, at the Head Office, 
Poultry, London, E.C.2. 


The following is the statement to the 
Shareholders by the Chairman, The Right 
Hon. The Viscount Monckton of Brenchley, 
P.C., K.C.M.G., K.C.V.O., M.C., Q.C.: 


The economic situation of our country 
is subject to an almost rhythmic alternation.. 
Two years ago I wrote of “ disquieting 
aspects of the domestic position ”’ which 
were then visible; twelve months ago I 
looked back ‘‘ upon a year in which strong 
recovery took place from a prolonged hesi- 
tancy in the process of economic expansion’. 
To-day we find ourselves once again in a 
condition of hesitancy, with forces of re- 
sumed expansion and actual recession so 
finely balanced that only the boldest fore- 
casters would venture upon an assured 
judgment of the immediate prospects. 


Over the past year or so a sharp re- 
direction of monetary policy has taken 
place, reminding business men that they 
must, in the words of a former Chancellor 
of the Exchequer, ‘“‘ get used to fairly 
-frequent—though not I hope violent— 
turns of the wheel to keep the national 
economy on course’’. At the very begin- 
ning of 1960 the authorities were seeing 
signs of resurgent over-extension of de- 
mands upon our productive resources and 
our income from abroad. Accordingly, 
before long they resorted once again to 
monetary and other measures of restriction, 
recounted elsewhere in this statement. The 
effects have been patchy, as revealed by 
under-employment of labour and physical 
capacity in some sections of industry while 
the general level of employment remains 
high. The index of industrial production 
stopped rising early in the year and has 
since remained. on a level course, but—up 
to the dates of the latest available statistics 
——consumers’ expenditure in the aggregate 
has continued to rise, as has the total of 
private outlays on fixed capital particularly 
for business purposes. Stocks of com- 
modities and work-in-progress have also 
been rising. On the external side, the 
trend of exports has been disappointing, 
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while imports have increased sharply, ay 
the balance of payments has swung oy, 
into deficit. This is the old, recurrey 
trouble which has plagued us from time, 
time throughout the post-war period, ng. 
withstanding the remarkable expansion ¢ 
our exports, as compared with pre- 
times, that stands to the credit of Brits 
industry. 
Yet this 
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in the ordinary tests of external strengi | 
or weakness. Whereas in 1957 Sterlini® 8 
became weak in the exchange markets, ‘ 
the world while the current balance dm ¢ 
payments was in surplus, in 1960 the pou ° 
has remained firm, at a level above xm t 
parity, despite the deterioration in thm | 
balance of payments. Moreover, the gm 4 
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International Monetary Fund. Here inde di 
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The fact that the reserves have bem Val 
rising in face of a balance of pa m¢ 
deficit implies—as indeed the statism sy! 
show—that the country’s external sterling Mat 
liabilities have been substantially increase 
People and institutions abroad have be Wh 
putting large amounts of money into Brita Jee 
encouraged to do so by the comparatwlgm 4 
high interest rates ruling in this count Pre 
the changed world position of the Uniti ith 
States dollar and the obstructions placedije % | 
the authorities in Germany and Switze mot 
in the way of the continued accumulatt whi 
of foreign-owned money assets in their defi 
countries. At the same time, some off Min 
credit required for international trade! that 
been raised in centres where lower mim [hu 
have prevailed, rather than in London. 4 of th 
appreciable part of the _ sterling ne Stat 
acquired by foreign holders has bam “Xe 
directed into more or less permanent takir 
vestment, having been used to buy relatiegg = Payn 
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nationally volatile money which can “ move 
out” as readily as it has moved in. 


The New-style Dollar Problem 

The changed international position of the 
United States dollar was referred to in my 
Statement reviewing the course of events 
in 1959. The provisional figures for 1960 
have continued to show a large excess of 
external disbursements of dollars over the 
world demand for dollars, although some 
improvement has been recorded. The 
eflects of a continued overall deficit were 
accentuated, as time went on, by a recru- 
descence of forecasts and rumours of a 
sharp revaluation of gold in terms of the 
dollar, and perhaps of other currencies. 
They were added to, further, by uncer- 
tainties arising from the business recession 
in the United States and from the political 
campaign and the prospective change in 
the Presidency, and by a widespread pre- 
sumption—-now shown to have been exag- 
gerated—that the United States authorities 
could do nothing much about the balance 
of payments until a new President had had 
time to settle in with a new Administration. 
In these circumstances the status of the 
dollar as a medium for short- or long-term 
investment or as a form of monetary reserve 
was endangered. 

The startling events in the London gold 
market last October reflected these con- 
ditions and revealed that, while there was 
a firm statutory “‘ floor’? to the market 
price of gold, there was no statutory and, 
momentarily at least, no effective “‘ ceiling ”’ 
to the price of gold. ‘che suddenness of 
this occurrence, and its spectacular news- 
value, enlarged its significance. Even when 
more soberly considered, however, it was a 
symptom of something wrong in inter- 
national monetary relations. 

When we look back a few years and recall 
what appeared to be a well-grounded pro- 
jection of a dollar shortage for as far ahead 
as the eye could see, the change to the 
present situation is indeed dramatic. Yet 
ithas been rendered more so, and the task 
of correcting the position made to appear 
more difficult and ominous, by the sense in 
which the term “‘ balance of payments 
deficit” has been used in American ter- 
minology—a sense rather different from 
that which is generally accepted elsewhere. 
Thus, according to very rough estimates 
of the out-turn for 1960 the value of United 
States exports of goods and services heavily 
exceeded imports thereof, so that, after 
taking into account interest and dividend 
payments both ways, emigrants’ and charit- 

femittances and the like, there still 
temained a surplus of, say, five American 
billions of dollars. But against this surplus 
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are set, in everyday reporting and dis- 
cussion, United States military expenditure 
and economic aid abroad, together with 
new external investment of private capital 
and other funds; and. the result of this 
unusual combination of current and capital 
account is an overall deficit of perhaps 
well over three billions of dollars—a figure 
of the same order of magnitude as those 
for 1958 and 1959. The overall deficit was 
traceable largely to the “outflow” of 
private capital and liquid funds, and this 
represented additions to the external earning 
assets of the United States. 


When, therefore, like is compared with 
like—when,. in accordance with our own 
customary definitions, the state of the 
current account is considered—the United 
States is in a strong position judged by 
that of the United Kingdom. The United 
States current account shows a substantial 
surplus, which is probably growing; the 
United Kingdom has run into deficit, and 
there is no indication yet that the move- 
ment has been reversed. Similarly, the 
position of the United States is more 
favourable than that of the United King- 
dom when judged by reference to gold 
reserves, whether measured by absolute 
size or in relation to the volume of short- 
term external liabilities. 


Because of the special importance of the 
dollar in international financial arrange- 
ments, the whole world should welcome 
any steps that the authorities in the United 
States may take to correct the situation 
without retreating from the progressively 
liberal trade and investment policies pur- 
sued in the post-war period—without, 
moreover, impairing the effectiveness. of 
the combined programme of western de- 
fence. Some of the measures adopted may 
hurt at some points in many non-American 
economies; but it has to be remembered 
that a strong and stable dollar is essential 
to the structure of western defence and the 
long-run progress and welfare of many 
under-developed countries. 


It is indeed to be hoped that such cor- 
rective measures will be taken speedily and 
decisively, for in the meantime both Britain 
and Australia, which also has run into 
renewed balance of payments difficulties, 
have refrained from resort to protective 
devices in their efforts to close or reduce 
the gap. Collectively we should be able to 
avoid a cumulative recession in international 
trade and production—the kind of thing of 
which the National Institute of Economic 
and Social Research was presumably think- 
ing when it wrote,* last September, that 
** the conjuncture of world economic forces 
is changing’”’ from a prospect of con- 








tinuing expansion to a threat of actual 
contraction. While corrective measures in 
true-deficit countries are working them- 
selves out it is reasonable to think that, 
with the election over, the more expansive 
monetary policy pursued ‘in the United 
States during 1960, along with other stimu- 
lative action, may bring about a resumption 
of the long-term upward trend in produc- 
tion and employment in that country. it 
would then be practicable for our own 
authorities to go further and faster, with 
greater assurance, with the easing of 
monetary and other restrictions retained by 
reason of our balance of payments diffi- 
culties. None of us can afford any prolonged 
period of hesitancy or recession in general 
business conditions. 


‘Growth and Stability 


The publication from which I have just 
quoted has another sentence which invites 
comment. It refers explicitly to countries 
on the continent of Europe, but might 
equally well be applied to the United 
States, the United Kingdom, Australia and 
many other parts of the world. “ The 
conflict of opinion continues ’’, it says,* 
“between those who fear inflation and 
those who fear stagnation’”’. In my view 
this alignment is not so much a conflict as 
a difference of emphasis and of judgment 
as to the timing of measures of restraint on 
the one hand and relaxation on the other. 
We are all concerned to sustain growth 
with stability; and, while there are those 
who would insistently put stability first, 
especially in the context of Britain’s experi- 
ence of continuous strain on the balance of 
payments, there are also those who see no 
relief from balance of payments stringency 
except by way of vigorous expansion of 
Britain’s productive capacity and improve- 
ment of her trading efficiency in a more 
and more competitive world. From time 
to time the relative weight of these divergent 
opinions may shift in favour of the one 


predisposition or the other; but in the 


longer run the pull exerted by each upon 
the other should tend to keep the national 
economy on a steadily expanding trend. 
Whether that trend is in fact maintained 
must depend in part upon the existence of 
adequate arrangements for riding out 
periods of unusual disturbance. Until recent 
times it had been assumed that the necessary 
equipment had been provided in the post- 
war machinery of the International Mone- 
tary Fund; but latterly doubts as to its 
capacity to meet all proper demands have 
become more widely expressed, and positive 





* National Institute Economic Review, September 1960, 
pages 3 an 


proposals actively discussed. In the testing 
period upon which we have now ente 

however, much more is being broughy 
forcibly under review than the mechanicg 
arrangements for dealing with disturbaneg, 


in currency relations. Some hard rm 
thinking is necessary, and I have no douhy 
is being undertaken where it most matter. 
First, it is evident that the world stands jp 
need of closer co-ordination than has beep 
practised hitherto among governments fe. 
sponsible for large external expenditure ang 
among central banks responsible for mone. 
tary management in countries whose cyp. 
rencies and monetary conditions are of 
world importance. Incidents in the golf 
market and the movements in gold stocks, 
with consequential effects on relative cop. 
fidence in currencies, have illustrated the 
need; but it arises also from a more basic, 
and perhaps rather surprising, factor. 
Although in respect of trade and currency 
transactions the world as a whole enjoy 
greater freedom than at any time since the 
*thirties—perhaps, indeed, since the period 
preceding the first world war—and although, 
in terms of organization, the world is mor 
highly integrated in trade and monetay 
affairs than ever before, there is still marked 
irregularity in the ups and downs of 
domestic business conditions country by 
country. Thus the United States has been 
in a mild recession for the greater part of 
a year; the comparable condition is mor 
recent, and so far shallower, in this country; 
in Germany it is barely perceptible at all, 
This kind of disparity, in depth and timing, 
means that policies applied for domestic 
reasons tend to diverge; thus restrictive 
monetary measures were being reversed in 
the United States at the very time when 
they began to be enforced in the United 
Kingdom. And the divergence of domestic 
policy tends to intensify difficulties arising 
in external trade and monetary arrangements. 


This leads me to another point: namely, 
that recent events have shown some dit 
harmony in the monetary arrangement 
and policies of countries whose currenciés 
occupy key positions. A smoothly working 
international system based on a free flow 
of trade and funds presupposes the absence 
of built-in obstructions and a readiness on 
the part of governments and central banks 
to give due weight, in shaping the coum 
of their fiscal and monetary policies, to the 
impact of their actions upon the exte 
situation and upon international flows o 
capital and credit. Among built-in obstrue 
tions I have in mind such things as the 
maintenance of high gold reserve requife 
ments against central bank _ liabilities, 
statutory limitations on interest rate move 
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ments, differences in official attitudes to- 
wards private purchases of gold and private 

id holdings, and the adoption of special 
measures to block an unwanted “ inflow ” 
of foreign-owned funds. As an example of 
divergence of policy, it is unfortunate that 
official interest rate policies, severally deter- 
mined by reference to domestic business 
conditions, should have led to such a 
persistent margin between rates obtainable 
on liquid funds in various financial centres 
as to cause general embarrassment and a 
distorted picture of true inter-currency 
relationships. 

Finally, it is becoming more widely 
accepted that we need a thorough re- 
examination of the functions and mechan- 
ism of the International Monetary Fund. 
The Fund was established in a climate 
strongly influenced by a presumption that 
for an indefinite period the dollar would be, 
broadly speaking, a scarce currency. ‘This 
concept had the result of establishing the 
dollar as, in effect and on a basis of inter- 
changeability with gold, the ultimate inter- 
national monetary reserve. Hence in part 
the disturbances to which the persistent 
net disbursement of dollars has led. It 
might have been a good thing if the United 
States itself, in these circumstances, had 
exercised some of the “* borrowing ”’ rights 
which it, in common with all the other 
members, has in relation to the Fund. 
But there remains the deeper question 
whether the Fund should not itself be 
remodelled into what might be called a 
true central bank for central banks, equipped 
like them with powers of credit creation 
and contraction. 


Domestic Monetary Conditions 


Coming now to conditions directly affect- 
ing our own business, I have already men- 
tioned that the monetary climate in the 
latter part of last year was markedly 
diferent from the conditions ruling at its 
outset. —Then, the banking system was in a 
process of rapid expansion; now, it is 
operating under enforced restraint. ‘The 
change is illustrated by our published 
deposit figures. ‘The average for the first 
sx months of 1960 was 6 per cent higher 
than for the first half of 1959; the average 
for the concluding six months was only 
)per cent higher than a year earlier. 

The steps by which restraint was enforced 
amounted in aggregate to a “‘ package deal ”’, 
with successive measures adding to the 
piessure to check the growth of credit, 
particularly from the banks. In January 
the Bank rate was increased by a full 
| per cent; in February the rise in long- 
ttm interest rates was carried further by 
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lowering of the prices at which the Govern- 
ment broker stood ready to deal in key 
Government securities; in April the first 
call on the banks for “ special deposits ”’ 
was announced, while at the same time 
control over the terms of hire-purchase 
transactions was re-imposed; in June the 
Bank rate was again increased by a full 
point, to 6 per cent, thus bringing the 
movement into the Radcliffe Committee’s 
definition of a ‘‘ change of gear’’, and a 
further call for “‘ special deposits’’ was 
announced, to raise them to 2 per cent of 
the gross deposits of each of the clearing 
banks. When, in October, the Bank rate 
was lowered, by the traditionally cautious 
$ per cent—a reduction repeated in Decem- 
ber—it was officially stressed that the 
movement did not imply any change in the 
policy of credit restriction, which remained 
in full force. 


The check to expansion was felt just 
where it was designed to fall, namely, in 
the course of bank advances. During 1959, 
‘advances and other accounts ’”’ as shown 
in our monthly statements rose continu- 
ously, in all by nearly £150 m.; in 1960 
they rose by less than £120 m., nearly all 
the increase having been recorded in the 
first seven months of the year. Conversely, 
over the twelve months to mid-December, 
1960, investments declined by roughly 
£100 m.—a larger reduction than in 1959 
—again mostly in the earlier part of the year. 


The running down of investments, to a 
low level in relation to deposits, itself put 
a brake upon the readiness of the banks to 
sustain a continuance of the upsurge of 
advances; and their capacity to lend was 
further restricted by the official decision to 
make use of the untried mechanism of 
“special deposits ’’—a mechanism which, 
incidentally, the Radcliffe Committee had 
not favoured as against other possible 
measures of regulating bank credit. In 
effect, by this means a significant part of 
the banks’ liquid assets was frozen, thus 
cutting down their ratios of liquid assets to 
deposits to figures much closer to the 
officially designated minimum of 30 per 
cent than they would otherwise have been. 
Thereafter, any marked expansion of lend- 
ing, unaccompanied by compensating sales 
of investments, would have brought their 
ratios of liquid assets below the minimum 
which, from a fairly flexible convention, 
has been turned into a more direct instru- 
ment of monetary control. Our mid- 
monthly statements show that ever since 
February, 1960, our liquidity ratio has been 
little if anything above 30 per cent. 


The results of the restrictive policy are 
to be seen in our own quarterly classification 


of advances. The distribution of our total 
advances has changed in accordance with 
our efforts to supply the seasonal and other 
essential business requirements of customers 
and to honour long-standing commitments 
under such headings as medium-term loans 
for exports of capital goods. In the main, 
the growth of our lending during the past 
year has been in ordinary advances, and 
concentrated largely on traders and manu- 
facturers, with a bias, as the restraint has 
continued, in favour of advances to engineer- 
ing and other industries largely concerned 
with capital goods and exports. Lending to 
farmers has also shown a strong upward 
trend in accordance with our development 
policy in this field. The innovations in 
lending, which I dealt with fully in earlier 
Statements, were making gratifying progress 
until checked by the general curb on ad- 
vances. Our Personal Loans scheme, in 
the two years following its introduction in 
September, 1958, had provided assistance 
on a quarter-of-a-million accounts, showing 
an average amount borrowed of just over 
£150; latterly, however, the facilities have 
to some degree been restricted. Similarly, 
our new arrangements for term-loans to 
farmers, for capital purposes, to be repaid 
by annual instalments, have made most 
encouraging progress, thus adding to the 
remarkable growth in our business with 
farmers in recent years. Our term-loans 
for small businesses were inaugurated in 
November, 1959, when, as it happened, 
only a few months of unrestricted lending 
remained; but already the facilities have 
been utilized by a number of small business 
undertakings, borrowing on the average 
£3-4,000. We foresee that when more 
favourable monetary conditions are restored 
they will prove to have been a _ useful 
addition to our lending service. 

As already noted, in order to meet the 
fully warranted demand for additional bank 
credit, under conditions of _ restricted 
liquidity, we have further reduced our 
holding of Government securities. Once 
again, the fact that these consisted so 
largely of the near maturities was helpful 
in that nearly all our sales were carried 
through without capital loss, even though 
they took place on a market which in the 
early part of the year was relatively weak. 
I say “relatively weak” with special 
reference to the heavy sales then being 
made; one of the remarkable features of 
the past year was the development of a 
positive demand for Government securities, 
at current yields, from private holders for 
long-term investment. 

The characteristic shortness of our invest- 
ments in Government securities is main- 
tained. Of the total holding, more than 


two-thirds consists of a succession ¢ 
maturities within five years, the remaind. 
being only a little beyond that date, } 
will be remembered that my prede 

in his statement to shareholders for 195) 
explained fully the principles then adopt 
for valuing our investments, namely, thy 
they would be recorded in our balang 
sheet at book values, and that “ unlike son 
of the banks . . . we [would] refrain fio, 
making any allocation, either from reser, 
or from current profits, to writing dow 
their book values *’. We have consistenjj 
observed these principles year by year sing 
that date. When the aggregate for mark 
values at the date of the balance sheet; 
below that for book values, both the figury 
are shown, and, as may be seen from, 
footnote to the latest balance sheet, th 
current market value at the end of 1% 
was in fact roughly £43 m., or 1} pe 
cent, below the book value. 


The Growth of Business 







Having commented on the main balang 
sheet items, it is gratifying to record; 
further substantial increase in the rang 
and volume of our business. The numbes 
of current accounts and of ordinary deposi 
accounts kept with us have again increase, 
at about the same pace as in 1959, 
addition, the Personal Cheque service, : 
facility which our Bank alone provides, hx 
again introduced many new _ customen 
We believe there is a big future for ths 
service, and the scope for its developmen 
will be enlarged if, under the 1960 legs. 
lation, wages come to be paid more com 
monly by transfers into bank accounts ani 
after the “‘ appointed day ”’ which has ¥ 
to be announced, by cheque. 

With a growing number of accounts al 
a high level of business activity, the volum 
of work has continued to expand. Although 
the total of ordinary current accoul 
balances stopped rising in the latter pat 
of the year, the turnover thereon continue 
to increase, the aggregate for the year beim 
roughly 10 per cent higher than that fr 
1959. The number of cheques drawn upa 
our Bank has remained on a strong u 
trend, so that on an average of all th 
working days of the year our b 
deal with well over a million cheques ad 
Even more striking is the fact that ci 
passing over their counters averages {16m 
a day. ‘The annual turnover on curttl 
accounts works out at fifty times the aggt 
gate balances on these accounts 
twice the rate of ten years ago. . 

An important development in the bankit 
service during the past year was the 
auguration of the Credit Clearing and 
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extension to include all payments, under 
customers’ instructions, to the credit of 
other customers, whether of the same or 
other banks. The system is shortly to be 
developed further so as to enable any 
member of the public, whether he has a 
banking account or not, to arrange at any 
bank branch for money to be transmitted 
to any account at a clearing bank. This 
third step will bring into existence a com- 
prehensive and economical bank transfer 
system, Which has developed from the long- 
established ‘‘ traders’ credit *’ arrangements. 
To judge from our own figures, the number 
of credit transfer items handled, and the 
total amount thus transferred, had more 
than doubled between 1950 and 1959. 

Along with the extension of facilities 
and growth of business on the domestic 
side has gone a continued development of 
our external banking service. Here, activity 
has increased notwithstanding the effect of 
relatively high interest rates in diverting 
some international trade financing to other 
centres. Nearly all the foreign business of 
the Bank is conducted through our Overseas 
Branch in London, where experts in their 
specialized fields are occupied in enlarging 
and adapting our services, particularly for 
exporters and importers in this country and 
for our banking friends abroad. In the 
pursuance of this object, the past year’s 
tours abroad by officials of the Bank have 
ranged as widely as Russia, China, Japan 
and other countries in the Far East, the 
Middle East, the United States and most 
European countries. Similarly, we have 
been favoured by welcome visits from very 
many overseas bankers. The personal con- 
tacts thus maintained contribute power- 
fully to our leading position in international 
banking. Good progress is being made in 
the building of the new premises for our 
Overseas Branch. 

We have been particularly active during 
the past year in still further improving, and 
making more widely known, our service to 
exporters. The Foreign Trade Promotion 
Department has special responsibility in 
this field, with particular concern for the 
needs of firms which are embarking perhaps 
for the first time upon export business. 
On a wider front, the Bank’s working party 
dealing with European trade developments 
has increased its usefulness to customers 
by engaging in discussions in continental 
centres of the European Free Trade Asso- 
ciation, as well as by maintaining channels 

information upon the progress of the 

Economic Community. Our New 
York office becomes steadily more active in 
dealing with inquiries from American 
uidertakings about possible expansion into 
the United Kingdom, and a special booklet 
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has been issued to provide an outline of 
basic conditions for the establishment and 
operation of branch or allied undertakings 
in this country. 

The continued growth of our business, 
the larger volume of lending and the higher 
level of interest rates have all contributed 
to an increase in earnings as compared with 
those of previous years. Much of this 
increase has been absorbed by a sharp rise 
in costs, particularly salaries. Nevertheless, 
in the outcome the net profit for the year, 
after all proper allocations, is up by roughly 
£675,000 at £4,501,000. Out of this sum 
we have appropriated £1,000,000 to the 
Reserve Fund, as shown in the balance 
sheet, and applied £700,000 to reinforcing 
our inner reserves against all possible con- 
tingencies. As our profits have been sub- 
stantially increased, we think it right that 
shareholders should benefit. Hence we 
propose a final dividend of 103 per cent less 
income tax, which, added to the interim 
dividend already paid, will make 19 per 
cent less tax for the year. It would be 
wrong, however, to assume as a matter of 
course that the favourable record of last 
year will be repeated or improved upon in 
1961 or indefinitely, and accordingly no 
inference can safely be drawn as to the 
prospective rates of dividend to be paid 
hereafter. 

Both of our affiliated banks, the Belfast 
Banking Company and the Clydesdale and 
North of Scotland Bank, have been able to 
strengthen their position out of increased 
profits. The continued growth in the 
business of the Midland Bank Executor 
and Trustee Company has also yielded 
larger net earnings. No dividend has been 
received this year on our holding of 
ordinary shares in the Forward ‘Trust 
Limited. With a remarkable growth in the 
volume and diversity of the business trans- 
acted, the trading profit of this company 
showed an increase after setting aside the 
large amount of unearned finance charges, 
inevitable in a period of marked develop- 
ment. However, as was fully explained by 
the chairman of the company in his pub- 
lished statement, the profit was wholly 
absorbed by factors arising from the process 
of rapid expansion. We look forward con- 
fidently to seeing favourable results from 
this policy. 

Returning to our own Bank, we are at 
last able to record substantial progress in 
matching our branch premises to the grow- 
ing needs of our customers and the standard 
of accommodation required for our staff. 
It was not until 1956 that the number of 
our branches and sub-offices was restored, 
from the level reached after wartime 
closures, to the 1939 figure. Since then 





we have opened more than 150 new offices, 
44 of them during 1960, while others are 
in preparation. Equally pressing has been 
the need to improve and enlarge existing 
branches to fit them for modern conditions, 
and here we have had to overtake arrears 
which accumulated under the long restraint 
imposed by. official building restrictions. 
Of our 2,273 branches and sub-branches 
open at the beginning of this year, nearly 
one-fifth were then undergoing major 
alteration and extension. 


Management and Staff 


Finally, our warmest thanks are due to 
all in the service of the Bank for their 
efforts during a year of hard work, to some 
extent made more difficult by the frustra- 
tions resulting from re-imposed credit 
restrictions. Much has been done, through 
recruitment and in other ways, to ease the 
burdens on the staff and to improve con- 
ditions of service. For several years until 
1957 the number of people employed in 
the Bank and the Trustee Company was 
rising at an annual average rate of about 
2 per cent; the rate of intake was then 
accelerated, and last year an increase by 


no less than 10 per cent was recorded.. 


The proportion of women on our staff 
continues to grow, so that now they account 
for two out of every five employees. During 
the year notable improvements were made 
in the pay of everyone in the Bank’s service, 
with appropriate rewards for special re- 
sponsibilities. I am particularly pleased 
that we were then able to increase the 
pensions paid to. retired employees, 
especially those who, having retired long 
ago, were suffering more than others from 
the rise in living costs. 

The Board and Management have been 


giving constant attention to the impm 

ment of security arrangements, especi 

where the safety of members of the g 

is concerned, We have consulted the pole 
authorities, whose ready co-operation} 
should like to acknowledge, and we ham 
introduced and are still introdu ing ; : 
number of new and modified measupg: 
I naturally refrain from disclosing t ; 
nature, but I can give the assurance Pe 
we shall intensify our efforts in this din 2 
tion in every practicable way. 


On the educational side, we are glad ® 
have been first among English banks . 


introduce, last autumn, a scheme of “gs 

leave ’ ’_equivalent to part-time day releag 
as widely practised in industry —i y 
young people in our service are to be hela 
to pursue their studies more profitably, 
ordinarily by attending colleges in prepar- 
ation for their professional examinations 
- During the year it fell to the Board ang 
Management to reach a decision on the 
major question arising from the introduction 


of the State graduated pension scheme 
This called for most detailed consideration: 


of the complex factors involved for a 
employers already providing retirement 
pensions for their staffs. It was decided, 
with the full agreement of representative 
of the Staff Association, that no section of 


the Bank’s permanent staff should 5 
of the State scheme 


** contracted out’ 
A full statement of the reasoning whi 


led to our decision was sent to all membh re 3 


of the staff. As to our own scheme, wel 
been impressed by the weight of opinion 
favouring arrangements whereby the acer 
pension rights of an employee with s 
length of service should be made transfers 
or preserved on change of employmé 
and hope shortly to take steps to this ¢ on 
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Sir Oliver Franks on Bank’s Year of Satisfactory Progress th 

of 

Restrictions Check Economic Growth of U.K. by 

0! 

HE Annual General Meeting of Lloyds is a most important consequence. [It , 3 


Bank Limited will be held on Febru- 
ary 10, at the Head Office, 71 Lombard 
Street, London, E.C.3. 

In the course of his circulated statement 
the Chairman, The Rt. Hon. Sir Oliver 
Franks, G.C.M.G., K.C.B., C.B.E., says: 

Subject to the approval of the share- 
holders we intend, as has been announced, 
to increase the capital of the bank by the 
issue of one fully-paid share for every five 
shares held on January 6. 

The profit for the year at £4,605,994 is 
£1,181,380 higher than last year and the 
dividends paid and proposed represent an 
increase of 1% per annum. ‘The over-all 
picture for the year has been one of satis- 
factory progress. 

Sir Oliver then reviews the Bank’s over- 
seas activities and comments on its hire- 
purchase interests. ‘Turning to economic 
events, he says that the year which had just 
ended marked a clear turning-point in the 
country’s economic affairs. While 1959 was 
a year of stimulation and expansion, the 
keynote of 1960 was the return to restraint. 

Continuing, Sir Oliver said: It seems 
clear that the results intended and desired 
by the authorities have not yet been accom- 
plished. On the other hand, the measures 
taken have had, as on previous occasions, 
some results that were neither intended 
nor desired. 

The list of measures taken has a familiar 
ring: high interest rates, action on bank 
lending, hire-purchase controls, a cutting 
back of investment programmes in the 
public sector. One undesired effect of 
much the same package of measures has 
been to halt the growth of industrial pro- 
duction in progress since the autumn of 
1958. Production has indeed been main- 
tained at the peak level reached last spring; 
but there has been no further expansion 
beyond that point. After the application of 
the brakes in 1955 we had to pass through 
more than three years of stagnation before 
industrial expansion could be resumed with 
safety. We must make sure that this does 
not happen again. 


Dynamism of Common Market 


The check to economic growth, which is 
the unintended by-product of restrictions, 


thrown into relief if we compare the recen 
performance of our economy with that ¢ 


Channel. In every aspect of economic [if 
theirs has been the more dynamic showin 


alr 
our Common Market neighbours across th . 
enc 
qué 


Trade between members of the Communiy Un 
during the first half of 1960 was more thy the 
one-third larger than in the correspondiny 13 


mon 
sion 


ths of 1959. That remarkable expa. 7 
was, of course, spurred on by th g4, 


lowering of barriers to trade between th cnn 
‘member countries. But their exports to th pas 
outside world also rose by 22 per cenM oy 
over this period—exactly twice as mucha 
our own; and in the third quarter tk a 


exports of the Community to the rest di cor 
the world still showed a rise of 9 per cen oun 
on the year, whereas ours were only 3 pe over 
cent. higher. hon 


It 


is instructive to compare the record d we C 


the Common Market countries in industtd avi. 
production with our own and to take thi gy 
comparison back to 1952, before the Romi sine 
Treaty was signed or even suggested. Thi whit, 
picture which emerges is shown in thi ar } 
diagram. gress 
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which the brakes have been off our 
own rate of expansion compares quite well 
with that in the Community. Thus, from 
the third quarter of 1952 to the first quarter 
of 1955 our own index of production rose 
by 23 per cent., that of the Common 
Market countries by 24 per cent. Then 
comes the great contrast. From early 1955 
to the third quarter of 1958 we experienced 
the years of stagnation to which I have 
aiready referred; over the same period, 
roduction in the countries of the Six went 
ahead by a further 22 per cent. From the 
ending of the credit squeeze to the second 
er of 1960 industrial production in the 
United Kingdom rose by 15 per cent.; in 
the Common Market it rose by a further 
18 per cent. 

This is a straightforward recital of the 
facts. No doubt we shall draw different 
conclusions from it. It may be said, for 
example, that the circumstances of various 
countries are so different that such com- 
parisons must be interpreted with great 
care, that the behaviour of the American 
economy was even less impressive than our 
own, that an expansion of some 40 per cent. 
over this period (compared with the Com- 
mon Market’s 80 per cent.) was the utmost 
we could sustain without incurring greater 
evils. All those things may be true. They 
do not alter the fact that if we are to mark 
time for three years out of every eight 
while others go marching ahead, then we 
are bound to fall behind the general pro- 
gress. Prolonged standstills of that kind 
would matter less if we were all the time 
devoting an exceptionally large proportion 
of our resources to capital formation and 
thus laying the foundations for future in- 
creases in productivity. This is unfor- 
tunately not the case. We have been con- 
suming not less but more of our national 
product, devoting not more but rather less 
of it to provision for the future than most 
other leading nations. 

How, then, are we to escape from this 
threat of lengthy periods of stagnation 
without sacrificing other desirable objec- 
tes? It must be said at once that there 
an be no magic recipe for’ combining 
gowth with stability. ‘The dilemma is a 
tal one, Nevertheless, there are lines of 
thought worth exploring. 

Apart from operating too slowly, the 
main trouble about our traditional methods, 
itseems to me, is that in present-day con- 
ditions they perform effectively only part of 
the job for which they are intended. 
Financial restrictions are designed not 
merely to check over-all demand but to 
promote a lowering of costs and a more 
efficient deployment of economic resources. 
Nowadays they serve merely to restrain 
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demand without, in the short run, pro- 
ducing those effects on the economy which 
are also part of the prescription. 


Budget Must Regulate Demand 


In our circumstances, Sir Oliver holds, 
the strand of demand which should be 
restricted in the first instance is consumer 
demand. ‘The obvious way in which to 
operate on consumer demand is through 
the mechanism of the Budget. Different 
people and different parties will, of course, 
have their own ideas of the particular forms 
which action might take. There should, 
however, be general agreement that within 
the public sector, as within the private, 
investment expenditures should be given 
priority over expenditures that promote 
consumption. In that case we could all 
agree that expenditure on the roads, for 
example, should be expanded and that in 
this affluent age the population might per- 
haps contribute something more, as indi- 
viduals and not as taxpayers, towards the 
cost of the welfare services. We might be 
prepared to give an impartial hearing to the 
case for paying economic prices for the 
products and services of the nationalized 
industries and not simply make objections 
to the raising of any price. There might 
be a general disposition to consider fiscal 
instruments that would allow action to be 
taken between Budgets, on the lines of 
variations in purchase tax. There might 
be a willingness to consider the case for 
new fiscal instruments, such as a payroll 
tax that would emphasize that our labour 
force is the limiting factor in our economy 
and which would encourage the use of 
labour in capital-intensive rather than 
labour-intensive employments. 

No doubt important objections can be 
raised to all those suggestions. They all 
have party-political implications and are 
things about which reasonable men may 
reasonably differ. All the same, it is not a 
valid objeciion to say that some of the 
measures suggested would affect the ordi- 
nary man. If the object of policy is to 
restrain consumption and not to depress 
saving that is unavoidable, since it is the 
general population that does most of the 
spending. Hence it is impossible to 
achieve the general objective of restraining 
consumption instead of investment, putting 
a curb on spending rather than on saving, 
without affecting the ordinary man. It is 
simply a question of deciding which par- 
ticular methods are least distasteful. Much 
as we may all dislike taxation, by whatever 
name, we cannot afford not to use the 
Budget as a method of regulating the 
economy. 





WILLIAMS DEACON’S BANK 





LIMITED 





Year’s Results Most Satisfactory 





Further Growth in Bank’s Business 





HE Annual General Meeting of 

Williams Deacon’s Bank Limited will 

be held on Wednesday, February 8, 
in Manchester. 


In the course of his statement circulated 
with the Report and Accounts for the year 
ended December 31, 1960, Sir Eric A. 
Carpenter, O.B.E. (the Chairman), said: 
At the end of the year we capitalized 
£500,000 of the Reserve Fund, thereby 
increasing the Paid-up Capital to 
£3,000,000. ‘The balance standing to the 
credit of the Reserve Fund has been in- 
creased to {2,750,000 by a transfer of 
£750,000 in all, £250,000 from the Profit 
and Loss Account and £500,000 from 
Inner Reserves. 


Commenting on the Accounts, Sir Eric 
said that Deposits now amounted to 
£143,079,780. On the Assets side, the 
liquid items at £47,921,112 were 33% of 
Deposits, but an additional asset appeared 
in the form of Special Deposits at the Bank 
of England £2,800,000. Investments had 
been reduced to £16,319,647, but Ad- 
vances had increased to £65,034,134, largely 
in the early part of the year. Since the 
reintroduction of credit restriction the total 
had remained fairly steady. The Net Profit 
was £692,470, an increase of £151,453 on 
the year, and it was proposed to pay a 
final dividend of 10° but on the increased 
Capital, and to carry forward £177,126. 


The associate hire-purchase finance com- 
pany, the British Wagon Company, had 
declared increased dividends during the 
year and had widened its sphere of acti- 
vities. The representative office in New 
York had had a useful year, and during the 
period new branches had been opened at 
Richmond (Surrey), Partington, Kendal and 


Bamber Bridge, and an office had bee 
established in the Sheffield Royal Ho. 
pital. ‘The construction of the additional 
Head Office building was proceeding satis. 
factorily. 


Sir Eric continued: I can find little com. 


fort in the political situation, which hy 
deteriorated in many ways during the year, 
Wars inevitably produce rapid change, but 
it is a question whether the pace at which 
independence has been granted to former 
dependent territories since the war has not 
been too fast. I think we can pride our 
selves that in the case of most of our ow 
territories we have been fortunate, or 
perhaps farsighted, in that the change 
over has been relatively smooth. 


Turning to economic affairs, Sir Ene 
said that the past year had seen a whok 
list of restraining measures internally 
steep rise in Bank rate, hire-purchase con- 
trols and another credit squeeze. He agreed 
with Lord Amory that whilst there wa 
need for action we should look for mor 
delicate, more effective and quicker-acting 
instruments of economic control. 
measures relating to hire-purchase finance, 
whilst effective, caused great difficulties 
those who were subject to them, especially 
the makers of television sets, washil 
machines, etc. He thought it was realized 
that it had been a mistake to remove all 
controls over hire purchase because it fi 
led to unsound business being undertaken, 
On the other hand, the current restrictions 
were onerous as far as the manufactures 
of the articles were concerned. | 

Sir Eric also referred to Special Deposits, 
which had come into operation during 
year, and said that whilst he realized that 
the authorities got the major part of what 
they desired by calling upon the Clearing 
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and Scottish banks only, he thought it a 
little unfair that other banks and kindred 
institutions escaped unaffected. He also 
referred to ““ hot money ” which came from 
abroad temporarily because of higher 
interest rates in this country and thought 
* was undesirable in the long run to 
encourage these funds to come here. 

Whilst all restraints must hurt someone 
we were a long way from achieving the 
ideal of finding effective measures which 
did not penalize one section of the com- 
munity more than another. Credit restraints 
certainly interfered with the operations of 
bankers. 

Whilst Sir Eric agreed that priority 
should be given to help for industries en- 
gaged in exports, which were even more 
vital to-day, some new special financial 
arrangements might be desirable to deal 
with the credit necessary to obtain export 
orders. He thought, too, that we had 
perhaps relied a little too much on monetary 
controls recently and neglected other 
methods, and he thought we ought to use 
everything there was to hand, even perhaps 
import control for balance of payments 
purposes. He added that we ought also to 
have greater flexibility in the use of the 
fscal weapon and not restrict it to use 
annually at Budget time. 





Sir Eric concluded: While I would not 
go so far as to say that I am apprehensive 
of the present economic situation I do say 
that there is no room for complacency. 
The current difficulties of the motor car 
industry stem very largely from the reduc- 
tion of exports to the United States due to 
some fall in demand and to competition 
there and the difficulties may not pass 
quickly. A prolonged recession in the 
motor car industry can quickly cause reces- 
sion in the other industries from which it 
draws supplies. The latest round of wage 
increases has a distinctly inflationary look 
about it and news from abroad shows that 
other countries, especially Germany and 
Italy, are doing better than we are in 
productivity and exports. On the other 
hand, we still have full employment and it 
may well be that short-time working in the 
motor car industry is not the best policy 
for the country, having in mind the shortage 
of skilled workers elsewhere. The capital 
goods industries report good order books, 
steel has had another record year, and 
shipping shows some signs of emerging 
from its long depression. 


The year 1960 has seen a further growth 
in the Bank’s business and not only in the 
Branches but also in the specialist depart- 
ments there has been increasing activity. 
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Affiliated Banks: 
THE SUMITOMO BANK (CALIFORNIA) BANCO SUMITOMO BRASILEIRO S.A. 


Head Office: SAN FRANCISCO, Branches: LOS ANGELES 
SACRAMENTO 


i HEAD OFFICE: OSAKA, JAPAN 


139 branches in key cities 
throughout Japan 


LONDON BRANCH: 


Manager, T. OHTA 
BUCKLERSBURY HOUSE, 
3 QUEEN VICTORIA STREET, 
LONDON, E.C.4 


OVERSEAS OFFICES: 
NEW YORK AGENCY 


KARACHI REPRESENTATIVE 
OFFICE 


SAO PAULO 
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DISTRICT BANK LIMITED 





All Sections Contribute to Growth of Earnings 





HE Chairman, Lieutenant-Colonel T. 

Marshall Brooks, D.L., has circulated 

with the report and accounts his state- 
ment to the shareholders of District Bank 
Ltd., prior to the 131st annual general 
meeting to be held on Friday, February 10, 
at the Head Office, Spring Gardens, Man- 
chester. In the course of his statement the 
Chairman said: 


The higher level of Advances, increased 
turnover on Current Accounts and great 
activity in ancillary services have all con- 
tributed to the growth of earnings for the 
year. After making the usual provisions, 
Net Profit at £1,081,798 shows an increase 
of £217,900 over that for the previous 
year. With the amount brought forward 
there is a sum of £1,615,393 for disposal. 
We have transferred £200,000 to our 
reserve for contingencies and £250,000 to 
reserve fund. In view of the improved 
results, we recommend that a final dividend 
of 9 per cent. should be paid. After the 
appropriations to reserves and providing 
for the dividend payments, there remains a 


sum of £577,393 to be carried forward. 
The Economy in 1960 


The past year has witnessed a consider- 
able change in economic. expectations, 
starting as it did in a mood of buoyant 
optimism and closing on a note of uncer- 
tainty and perplexity. 

Measures of restraint (higher Bank rate, 
Special Deposits and restrictions on the 
terms for hire-purchase business) were 
taken to lessen the danger of inflation and 
have been the subject of brisk argument 
ever since. Although they have been casti- 
gated as blunt instruments, or shackles on 
the feet of progress, it does appear that 
these measures have assisted, in varying 
degree, in keeping prices steady—at the 
cost, however, of halting the expansion of 
the economy. 


As the year proceeded it became evident 
that domestic inflation was being replaced 
by deficit on external account as the imme- 
diate danger. Notwithstanding this shift of 
emphasis, the same measures that had been 
imposed to meet the one were retained to 
meet the other. As it so happened the 
timing of increases in Bank rate had pre- 


disposed international “short” funds t 
flow to this country just when impor 
were beginning to rise much faster tha 
exports, with the result that the adver 
balance of trade has not had its natun 
influence on the balance of payment 
Although this inflow of funds brings ix 
own set of problems—an interest burde, 
of some size and the risk of sudden lar 
withdrawals—it has prevented a drop in 
reserves and the possible consequence of 
loss of confidence in sterling. It has aly 
piven the country breathing space in whic 
to correct, other than by crisis measure, 
the fundamental imbalance between ip. 
ports and exports which has persisted— 
and increased—since the first quarter. 


Familiar Dilemma 


In facing the familiar dilemma of maip- 
taining full employment and expansion o 
total output whilst at the same time tryin 
to halt a decline in the proportion of goods 
sold for export, we are at least armed with 
gold and-currency reserves at a relatively 
high level and with augmented drawing 
rights in the International Monetary Fund. 
It may prove possible, if need be, to nm 
down our reserves, without a crisis of con 
fidence, until current expansion of produc 
tive capacity brings forth at competitive 
prices the goods for export needed t 
ameliorate the adverse balance on trading 
account. The school of thought whid 
urges that expansion of industrial capacity 
should have priority over stability of prices, 
and even over stability of exchange rates, 
may not convert the authorities to thi 
view, but expansion does appear to bk 
receiving higher priority as a national aim. 

There is also recognition, though n0 
sequel in action as yet, of the need further 
to reduce taxation in ways which git 
incentive to initiative. An indication thi 
taxation may take proportionately less from 
the economy may be read into the a 
nounced intention of keeping public invest 
ment steady at the present level during the 
next fiscal year. With a growing na 
product, this should leave more resoures 
for increased investment in the private 
sector without creating unduly high total 
demand. 
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- NEWS OF INTEREST 
For the Regular Saver of 10/- to £10 per month 4% 
O 


4%, equals £6. 10. 7° where Income 
Tax is paid at standard rate. 


For the Paid-up Shareholder 
investing from £1 to £5,000 33° 
32% equals £5. 14. 3% where Income 2/o 


Tax is paid at standard rate. 
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yes For the Depositor investing any sum up to £5,000 

wai 3% equals £4. 17. 11% where Income 3% 
eter Tax is paid at standard rate. O 
rents DEPOSITS ARE TRUSTEE INVESTMENTS 


Income Tax paid by the Society 












in With assets of £33,330,000 and reserves of 
p in £2,220,978, you can confidently recommend the wewolheeker> [ee 
we: 0 a’e’etee’e's 


WESTBOURNE PARK 






vhich 
a BUILDING SOCIETY 
in- Member of the Building Societies Association 
ed— 






Head Office : Westbourne Grove, London, W.2. 


a Local Offices at Southend, Southampton, Worthing, Ashford (Ken?), 
Newbury, Newton Abbot, Bournemouth and Agencies throughout the country. 


WRITE FOR INVESTMENT BROCHURE 




















MODEL ROLAND & STONE 


Members of the New York and American Stock Exchanges. 









INTERNATIONAL 
in SECURITIES 


1 n0 
ther 
th 120 
Broadway, 
se New York 5, N.Y. 370 Sa 
i Telephone: Worth 4-5300 Bees ae poe 
al Cables: Morodeal ephone: jou 
1rces 
ivate 








3 




















MARTINS 


QGSSSES WON WY \S 
SSS IP PAC 
NSA 
SKC WAY 





BANK LIMITED 


COMMENTARY BY THE CHAIRMAN 


SIR A. HAROLD BIBBY, BarT., D.s.0., D.L., Lup 


INCREASED DIVIDEND AND PROFITS 


HE one hundred and thirtieth Annual 

General Meeting of members of 

Martins Bank Limited will be held at 
Head Office, Liverpool, on 10th February, 
1961. In his statement circulated to mem- 
bers, the Chairman, Sir A. Harold Bibby, 
Bart., D.S.O., D.L., LL.D., writes :— 


At the beginning of last year the Bank 
increased its issued capital by offering 
shareholders registered on ist January, 
1960, the right to subscribe for one new 
5s. share for every two shares then held. 
This involved the issue of 13,191,064 shares 
of 5s. each at a price of 7s. per share. The 
success of the offer was revealed in the fact 
that over 96% of the shares issued were 
taken up. 


As a result the share capital has been 
raised from £6,595,532 to £9,893,298 and 
the share premium on the issue, £1,319,106, 
has now been added to our reserve funds, 
raising the latter to a total of £6,819,106. 


The high Bank Rate experienced for a 
large part of the year has, on balance, 
operated to our advantage although it is to 
be noted that whilst our earning assets 
render a higher return we have to pay out 
substantially increased amounts to our 
depositors—in addition, our overhead ex- 
penses during the last year have shown a 
sharp rise mainly owing to higher staff 
costs. ‘The net profit for the year ended 
31st December, 1960, was £1,420,261 (in- 
clusive of a dividend of 10% from Lewis’s 
Bank Limited), compared with £1,161,411 
for 1959. 


A year ago interim and final dividends 
of not less than 64% each were forecast 
for 1960. 


An interim dividend of 7% was paid on 
the increased capital on 29th July and it is 
now proposed, if approved at the Annual 
General Meeting, to pay a final dividend 
of 8%, making a total of 15% for the 
year 1960. 


Before providing for the dividend, appro- 


priations from published profits have beep 
made of £250,000 to Reserve for contin. 
gencies and £250,000 to Premises Redemp. 
tion. 


Your directors feel fully justified j 
making these recommendations as _ you 
Bank has enjoyed a profitable year and th 
additional sum is available after making all 
necessary allocations to reserves. 


The high Bank Rate caused further de. 
preciation in gilt-edged investments. Our 
portfolio is very short dated and is valued, 
as usual, at under market value without 
the need tor any allocation to our invest 
ment reserve. 


Furthermore, in consultation with the 
Staff Association it has been _ possible 
through salaries to enable the staff to par 
ticipate in the present favourable position. 


Credit Control 


During 1960 our Capital and Reser 
Funds have shown an increase of £4,616,87 
consequent upon the new capitalization 
scheme, and current, deposit and _ other 
accounts which stand at record figures have 
increased by £12,923,865 compared with 
an increase of £23,246,842 as between 195 
and 1959. 


On the other side, advances of 
£167,971,712 against £144,686,908 as at 
the end of 1959 have shown a further 
increase as forecast; the amount of the 
increase £23,284,804 compares with the 
corresponding figure of £37,188,131 # 
between 1958 and 1959. ‘To meet thes 
factors we have effected sales of invest 
ments during the year totalling approx 
mately £19,500,000 against some 
£22,000,000 in 1959. Since May last we 
have also had to withdraw £7,000,000 from 
our liquid resources, representing 2% d 
our current, deposit and other accounts # 
at mid-November, and place this sum wi 
the Bank of England by way of Special 
Deposit as part of the measures of cred 
restriction imposed by the monetary au 
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ties. The overall result is that our total 
liquid resources stand at £130,138,080 as 
compared with £124,993,130 a year ago 
and the ratio of these resources to deposits 
is 34.53% which can be considered satis- 
factory in the present circumstances. 


Our total assets exceed £400,000,000 for 
the first time. 


During the year we have seen the twofold 
aspect of the current methods of credit 
control being applied to the banking system, 
namely, the Special Deposit scheme coupled 
with a measure of restriction on lending. 
The full effects have probably not yet been 
reached but during the past summer and 
autumn there has been a noticeable trend 
towards stability in our own banking ad- 
vances. Owing to the widespread practice 
in this country of extending credit to 
customers in the form of day-to-day over- 
drafts within an agreed maximum the 
quantitative control of bank advances is 
a more difficult matter than is generally 
realized. A combination of restriction at 
the outset coupled with the requisite lapse 


of time for the expiry of pre-existing 
arrangements is required before a policy 
of reduction in advances can become fully 
effective and, meanwhile, the banks can 
experience varying degrees of pressure to 
keep their liquidity ratios within the re- 
quired limits. ‘This has, in fact, been our 
experience over most of the year. 


A slight reduction is now taking place in 
our personal loans. In certain areas we 
have experienced some difficulty in obtain- 
ing repayment at the agreed rates on a 
number of accounts but the total sum 
involved is not significant. 


The rapid increases in deposits of the 
past few years have ceased and this item is 
now running at slightly above the level of 
a year ago, whilst the decline in the invest- 
ment holdings of the banks has been a 
notable feature of the year. 


The death of Mr. C. J. Holland-Martin, 
M.P., at the early age of forty-nine, was 
indeed a sad blow. He gave us of his time 
and wisdom in full measure and we shall 
miss him sadly not only for his business 
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Reserve Funds 








MARTINS BANK 


LIMITED 
STATEMENT OF ACCOUNTS 3ist December 1960 


LIABILITIES 
Current, deposit and other accounts — 


(including Profit and Loss Account) ... ... .. 
Acceptances and engagements on account of customers 


ASSETS £ 
Cash in hand and at Bank of England bie dak \ Sew Tee 
Balances with, and cheques in course of collection on, 
other banks in the British Isles ; 30,435,537 
Money at call and at short notice 30,325,000 
Balances with banks abroad sei 722,031 
British Government Treasury Bills ... 58,680,000 
CN co cS agk waa cuea. tea aes Ssdae laee 
Special Deposit with the Bank of England ... ... ... 7,000,000 
Frage aa Ve TE Ey Ane Ute Se Pe ge 
Advances to customers and other accounts .-- 167,971,712 
Subsidiary Companies . i R ,625, 
Trade Investments 3,051,427 
Bank Premises 5,227,187 


Liability of customers for acceptances and engagements 21,509,657 


LONDON DISTRICT OFFICE: 68 LOMBARD STREET ° EC3 
HEAD OFFICE: WATER STREET. : 


£ 
9,893,298 
6,819,106 


.»» 376,916,284 
21,509,657 


£415,138,345 
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acumen but also for his charming and 
delightful personality. He had been a 
member of the London board for more 
than sixteen years and from 1948 had 
served on the General board of the Bank. 
He had also acted as Chairman of Lewis’s 
Bank board. He was very widely known 
and we have been deprived of a colleague 
who had served the Bank with distinction. 


I also refer with deep regret to the death 
of Mr. Myles N. Kenyon, C.B.E., D.L., 
who retired from the General and Man- 
chester boards a year ago because of de- 
clining health. His passing is widely felt. 


We have welcomed to our deliberations 
on the General board during the year 
Mr. J. H. Keswick, C.M.G., and Mr. G. E. 
McWatters. 


Mr. Keswick, who has been serving on 
the London board for a number of years, 
has also been appointed Chairman of Lewis’s 
Bank board in succession to the late Mr. 
Holland-Martin and is our representative 
on the board of the Yorkshire Bank. In 
all these capacities his wide experience and 
advice will be invaluable. 


Mr. J. B. Woodeson, O.B.E., and Mr. 
N. G. Lancaster, M.B.E., have been elected 
to the North Eastern and Midland boards 
respectively. Both these colleagues have 
an intimate knowledge of business affairs 
in those areas and will be of great value to 
the Bank. 


The South Western District was formed 
in April under the chairmanship of Mr. 
G. E. McWatters with its headquarters in 
Bristol. He was joined on the District 
board by the Rt. Hon. The Viscount 
Cilcennin of Hereford, P.C., whose prema- 
ture and sudden death was a grievous blow 
to us and to all who knew him. 


Colonel W. Q. Roberts, C.B.E., D.S.O., 
M.V.O., T.D., A.D.C., D.L., Colonel C. G. 
Traherne, T.D., L.L., and the Hon. 
Michael J. Lambert have since joined this 
District board giving representation over 
the whole area, and with Mr. G. E. Clark- 
son, T.D., as District General Manager, 
we are confident we shall be well served 
and our customers pleased that they have 
local and direct access to the senior manage- 
ment of the Bank. 


At the close of the year Mr. S. H. Leake, 
O.B.E., who had served as a member of 
Lewis’s Bank board for a _ considerable 
period and also as its Chairman for some 
years, decided to retire. We shall miss his 
most valuable co-operation. In his place 


as from ist January, 1961, we are pleased 
to have the assistance of Mr. D. W. 
Drysdale. 


Along with the new South Westen 
District we have opened new branche 
where we feel we can be of service to oy 


customers. Many branches have bee 
modernized and re-equipped. 


The pressure of work has continued apd 
our recruiting efforts, as mentioned lay 


year, which have resulted in an increase jp | 


staff of nearly 400, have eased the Position, 
but there still remains a lot to be done 
Once again, may I express my thanks tp 
our excellent staff for their loyalty, initiatiye 
and hard work during the year. 


Mechanization Developments 


Early last year we conducted a successfyl 
exercise in the employment of an electronic 
computer for branch book-keeping. After 
careful study of the results we placed a 
order for a Pegasus II Computer which 
will soon be in operation in Liverpool and 
will gradually take over the care of at least 
30,000 current accounts and a number of 
other mass recording routine objectives. 


We hope that this new type of mechani. 
zation will show rapid progress and that 
our staff will be relieved of much of the 
monotony of routine work. The full benefit 
of the use of the computer will be fel 
when means of automatic sorting of cheques 
and credits become generally available. 
The normal yearly turnover in staff and 
the Bank’s annual growth will more than 
ensure that there will be no redundancy by 
reason of the changed methods. 


The number of our customers continues 
to rise in a gratifying manner and slowly, 
but all too slowly, more people are becom- 
ing bank minded. 


Payment by Cheque 


I referred last year to the proposed 
amendments to the Truck Acts which have 
since been approved by Parliament, and it 
is now possible for wage earners to receive 
payment direct to their bank accounts, 
though payment of wages by cheque is not 
yet in force. 


A general introduction of the cheque 
book into the homes, with all the advan- 
tages of a banking account and payment d 
salaries and wages by credits to accounts, 
would mean that the movement of large 
amounts of notes and cash from place to 
place would diminish. Likewise, branch 
banks, works, offices and shops would no 
longer have the need to hold large amount 
of cash—a temptation to any robber 
thus many of the gangster hold-ups and 
robberies by threat or violence would cease. 


As a start could not the old and well- 
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established practice of the average seaman 
be adopted ? He leaves an allotment letter 
with his company who pays out the specified 
amounts as and how directed; he draws 
the balance in cash to meet his day-to-day 
requirements. ‘T’his idea adapted to bank- 
ing requirements has already been proposed 
and has considerable merit in that it 
materially reduces the amount of cash in 
circulation. What a relief this would be to 
the police, the shopkeeper and all connected 
with the handling and custody of cash. At 
present hardly a day passes without some 
attempted robbery being reported and much 
thought is being devoted towards the solu- 
tion of these problems. 


An important event during the past year 
has been the establishment by the Clearing 
Banks of a general Credit Clearing through 
which credit transfers between banks are 
now passed for settlement. The procedure 
is similar to that of the cheque or debit 
clearing which has been in operation for 
many years. 

The new scheme is working smoothly 
and will be extended to cover the inclusion 
of credits for payment over bank counters 
by non-customers, thereby creating a wide- 
spread banking mechanism for the use of 


the public. 


The Shortage of Capital 


The year 1960, as I have said, has been 
one of higher Bank rates and higher interest 
rates. With the large programme for many 
years ahead for capital investment in both 
the public and private sectors, capital is 
gong to be in heavy demand and short 
supply in the foreseeable future. Added to 
this it has now been accepted as an almost 
international duty for the more highly 
developed countries to provide capital for 
the under-developed countries, nearly all of 
whom have great schemes for irrigation, 
power plants, harbours and a thousand 
other projects, all of which call for the 
investment of thousands of millions of 
pounds. In these circumstances, it would 
seem that those requiring loans to meet large 
capital expenditure will have to face up to 
interest rates at least as high as those ruling 
to-day and, if demand still further outstrips 
the supply, rates for borrowing may well 
rise rather than decline. 


Restriction on Lending 


Equally important in 1960 has been the 
fe-introduction of credit restraint and of 
threatened squeezes and probably the 
threat of further restrictions on credit has 
done as much to curb expenditure as the 
actual measures themselves. Few will 











quarrel or want to quarrel with a Chan- 
cellor of the Exchequer on the wisdom of 
a touch on the brakes when the speed of 
the country’s expansion is becoming rather 
higher than the country’s resources can 
sustain. It is better to apply the brake 
early to avoid the crash than chance 
disaster, particularly when there are known 
dangerous corners ahead. It is only with 
the mechanism of the. brakes that fault can 
be found. The pressure, if the vehicle is 
to remain upright, should be applied to all 
four wheels, collectively, simultaneously 
and equally. 


The banks lend to their customers their 
depositors’ money and without this they 
could not play their proper role in the 
orderly expansion of trade and commerce. 
To attract these deposits they pay interest 
on deposit accounts but they are in open 
competition with others who pay higher 
rates. 

The Government themselves, in addition 
to their receipts from taxation, are keen 
borrowers extensively through Treasury 
bills and all the various forms of voluntary 
national savings. The vast sums raised are 
all immediately spent, often somewhat 
wastefully, on worthy projects such as the 
National Coal Board, Electricity Council, 
Atomic Energy Authority, Gas Council, 
Transport Commission, Post Office, hous- 
ing, education and roads, to mention but a 
few, and a large part of these savings is 
thereby quickly returned to the population, 
directly or indirectly in the way of wages 
or salaries and cost of materials to be spent 
again. This process largely neutralizes the 
anti-inflationary effect which the savings 
would otherwise produce. 


The other big bidders for deposits are 
local authorities, companies making new 
issues of capital and financial institutions, 
including the hire-purchase organizations. 


All these compete with the Clearing Banks 
in obtaining funds from the public. 


When the brake is applied to one wheel 
it should, for fairness and safety, be applied 
simultaneously to the others. It seems 
particularly unjust that controls should be 
applied to the activities of the banks, who 
are utilizing only about 45% of their 
deposits in making advances to their cus- 
tomers, and not to other institutions who 
normally spend or lend practically the 
whole of the amounts deposited with them 
by the public. 

The Governor of the Bank of England, 
in his speech at the Mansion House on 
20th October last, supported the view that 
restrictions should also apply to other short- 
term lenders. 





The banks and the banks’ customers 
seem always to have to bear the first shock 
of official action in times of stress but public 
expenditure does not. ‘There seems little 
difference in principle between a Govern- 
ment department borrowing and spending 
hundreds of millions of public funds on the 
electrification of the railways and industrial 
firms borrowing from the banks by com- 
parison small amounts for the moderniza- 
tion of their own plants, but the former 
receives official smiles while the latter, 
being additional bank lending, is officially 
frowned upon. 


As already mentioned, the banks were 
called upon during the year to pay over to 
the Bank of England 2% of their deposits 
and so take this sum of around £150 
millions out of circulation. It ceased to be 
available as a basis for making advances to 
their customers. 


Since the end of the war the banks have 
been periodically under official pressure to 
restrict their advances and this has slowed 
up private, commercial and _ industrial 
development. 


During all this time Government-con- 
trolled departments have gone on their 
merry way, the borrowing and spending 
wheel running free and fast, unimpeded by 
similar restrictions as the result of which 
our taxation remains on far too high a level. 


Each year we have had promises that 
next year some economies would be effected 
in our national expenditure and public 
investment programmes, but our national 
expenditure continues to rise as do our 
public investments. We find that in spite 
of the recent economies announced in the 
public investment programmes there will 
still be a significant rise in such expenditure 
next year. The taxpayer ought to be getting 
his full share of relief from the rise in 
national income. 


If only the Government would cast the 
beam from out of their own eye they would 
see a little more clearly to remove the 
alleged mote from the banks’ eye. 


Hire purchase and other forms of short- 
term credit play a most important part in 
the life of the nation and they help to 
buttress the worthy objects of maximum 
employment and a higher standard of living. 
With more money in everyone’s pocket the 
natural tendency is for the vast majority to 
spend much of it on household fittings, 
motor cars and all the other amenities of 
modern life. While it is agreed in the 
circumstances that restraint is necessary, 
the present form of control of hire-purchase 
sales is not sufficiently selective and seems 
to need comprehensive revision. 


At a time when the banks are told they 
must curtail their lending, be it for new 
factories, modernization of obsolete plan 
or just financing an increased turnover, 
they are, and quite rightly, asked not tp 


restrict credit for exporters. In fact, the 
banks are being pressed to extend thei 


lending up to five years to encourage ex. 


ports, but clearly they cannot do this if 
deposits are drained away from them. 


The Need for Exports 


Nearly everyone now realizes the vital 
need to encourage our export trade, and | 
am glad to see that much thought is being 
given to ways and means of extendj 
export credit guarantees and of helping 
our exporters who in many cases haye 
now to give longer credit to their overseas 
buyers. 


, Beyond exhortations to manufacturers to | 


enter and increase the export trade the 
Government could make a further valuable 
contribution by simplifying still more the 
documentation for exports. 

When it is comparatively easy to sell in 
the home market and equally troublesome 
to sell abroad, owing to difficulties of 
documentation regulations and so often 
need for longer credit requirements, it is 
not surprising that manufacturers and 
merchants fight a little shy. To encourage 
the export trade it should be made as easy 
as possible to get the orders and execute 
them. New ways and means must be found 
to make our export trade more widely 
attractive to present exporters and pros 
pective newcomers to their ranks. 


A longer duration for E.C.G.D. guaran- 
tees will certainly be helpful but it would 
ease the position much more effectively 
from the banking angle if the guaranteed 
bills were to be discountable, if required, 
at the Bank of England. It is to be hoped 
that in the interests of export trade this 
problem of finding medium-term capital 
will be solved. 


It is pleasing to report that Martins 
Bank is playing its full part in helping t 
bring the important agricultural industry 
into the highest degree of efficiency, t 
produce at the lowest possible cost to the 
farmer and to package and sell at a price 
competitive with foreigners. Every pound’ 
worth of food produced in this island saves 
an import liability and is, therefore, just 
important as production for exports. 


We cannot afford to leave undone any- 
thing, large or small, that would encourage 
and facilitate our export trade, by 
alone we can maintain and improve ou 
standard of living. 
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BARCLAYS BANK LIMITED 


Mr. A. W. Tuke’s Address 
Board Changes 


Safeguards Against Bank Raids 


year 1961 of the Stockholders will be 
held at the Head Office of the Bank, 
$4 Lombard Street, London, E.C.3, on 
Wednesday, 8th February, 1961. 
Capital Issued: £40,862,828. 
Reserve Fund: £23,500,000. 
Current, Deposit and Other Accounts: 
£1,727,870,499 (1959—£1,676,407,295). 
Investments: £293,950,193 
(1959 —£393,542,971). 
Advances: £767,138,793 

(1959 —£648, 944,347). 

Net Profit: £5,452,143 (1959—£4,144,470). 

The following is an extract from the 
address of the Chairman, Mr. Anthony 
William Tuke, circulated to the Stock- 
holders : 

The Board have elected as a Vice- 
Chairman Mr. L. E. D. Bevan, who has 
been a Director of the Bank since 1938 
and whose family has been engaged in the 
affairs of the Bank in Lombard Street for 
almost two hundred years. Mr. Bevan 
himself has always taken a very active part 
in our business, both at home and overseas, 
especially as a Local Director at Lombard 
Street and as Chairman of our subsidiary 
which operates in France. He is also 
Chairman of the National Provident Insti- 
tution for Mutual Life Assurance. 

Since our last Annual Meeting we have 
elected to the Board Sir Leslie Rowan, 
who, after a career of great distinction in 
the Treasury, joined the Board of Vickers 
Limited. We count ourselves fortunate 
indeed to have secured his services. We 
have, I am happy to say, suffered no 
iminution in our numbers during this 
period, but Lord Woolton, who is one of 
the directors retiring by rotation at the 
forthcoming meeting, has decided, on 
account of ‘his age, not to seek re-election. 
It would be idle for me to attempt to add 
any lustre to Lord Woolton’s high reputa- 
tion and outstanding services to his country, 

In Commerce and in Government, 
and in his many philanthropic activities. 
Suffice it to say that when he leaves us we 
shall all feel that we have parted with a 
good friend and most wise counsellor. 


Ts Annual General Meeting for the 


Defence Against Robbery 


The succession of attacks which have 
been made on our branches and their 
staffs, and, indeed, on members of the 
public in the course of their business to 
and from our branches, have given us 
cause for much concern. It is, however, 
necessary to keep a sense of proportion 
about these attacks. Serious though they 
all are, the successful attack seems to receive 
more publicity than the unsuccessful one, 
which may not even get into the Press 
because it has little news value. The fact 
is that the majority of these attempts are 
unsuccessful. Out of thirty-nine attacks 
made on the premises and staff of this 
Bank during the past twelve years no less 
than twenty-nine, that is three out of four, 
were total failures. Even this year, the 
worst we have ever had, out of every three 
attacks only one has succeeded. There 
has been a good deal of loose talk and 
writing on these matters, and for a real 
understanding of the problems involved it 
is necessary to differentiate between the 
various kinds of attack. There is, first, the 
armed hold-up of the staff at a branch of 
a bank which takes place when the staff are 
in attendance. Secondly, there is the attack 
upon the strong-rooms of a bank which is 
usually made during the hours of darkness 
or over weekends. Lastly, there are the 
hit-and-run attacks which are made upon 
individuals in the street. ‘The protection 
of our staff is our first concern, but our 
doors have to be open to the public, and 
against the sudden irruption of irresponsible 
thugs there can be no total safeguard. It 
is for this reason that we have recently 
taken out an insurance policy covering 
every member of our staff up to a sum of 
£10,000 against serious injury in the course 
of his or her duties. Many branches of 
the Bank have long been fitted with alarms 
operated by human agency, and we are 
continually extending the provision of this 
method of defence. These alarms differ in 
their nature according to local circum- 
stances. The old-fashioned ones ring bells 
in the street, but unfortunately we cannot 
rely upon some passer-by to take the 








initiative in giving the alarm. More re- 
cently we have installed, and are installing, 
new devices which give warning secretly in 
such a way as to lead to the identification 
and apprehension of the criminals. The 
fitting of these contrivances is continuing 
progressively, and their variety imports an 
element of surprise which in itself renders 
these operations more hazardous to the 
raider. So far as concerns our strong- 
rooms, we are constantly looking to the 
perfection of our defences in the knowledge 
of advances in the use of explosives and 
here also we are installing new automatic 
warning devices. Stockholders will not 
expect me to enlarge upon their nature 
beyond saying that they are all designed to 
give warning unawares and_ sufficiently 
early to prevent the would-be entrant from 
completing his plan. Inevitably this is 
involving us in a good deal of expense, but 
we are determined to do what we can by 
our own efforts to prevent this growing 
wave of crime. Public awareness, and the 
prompt reporting of suspicious movements, 
can help us immensely in this task. 

There remains the question of the street 
raids and: the problems involved in the 
transport of cash. We are anxious to do 
everything possible in co-operation with 
our customers to reduce the incidence of 
this risk, and there is much that can be 
done, for instance by using different 
branches for the collection of cash and by 
varying the days of the week on which the 
cash is collected. We are all disposed to 
think that it cannot happen to us. We 
need all to take more care and show more 
vigilance. In particular all concerned would 
do well to preserve a discreet silence, 
whether members of the staffs of the 
branches or others concerned in any way 
with the movement of cash. Our managers 
have already been instructed to work in 
the closest co-operation with the police, 
and in particular to keep them informed of 
any circumstances which might render a 
particular branch more vulnerable to attack. 
We can, of course, rely on the full co- 
operation of the police, but unfortunately 
many police forces are at present inadequate 
in numbers for the- proper performance of 
their duties. Another aspect of the prob- 
lem, and a most disturbing one, is that 
many of the participants in these attacks are 
still, in the eyes of the law, infants. One 
cannot avoid the conclusion that some 
parents do not take enough care nor exer- 
cise proper discipline in the upbringing of 
their families. 


Advances 


I now turn to the consideration of our 
accounts. The dominating influence on our 
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Profit and Loss Account during the py 
year has been the continued rapid INcreay 
in our advances during the first six mop 
and although the rise was levelled off und. 
pressure during the second half of the yea 
the average, taking the published mj 
monthly figures, rose from £569,000, 
in 1959 to £714,000,000 in 1960. Ont 
other hand, there was no corresponding 
increase in the deposits of our customen 
which have risen from an _ average 
£1,550,000,000 in 1959 to an average ¢ 
£1,616,000,000 in 1960. As may be ge 
by reference to the Balance Sheet, we hy 
occasion to sell, almost entirely in the fix 
four months of the year, a further lap 
amount of our investments, which no 
stand well under 20 per cent of our & 
posits, a proportion which is historically loy 

Although the amount lent increased y 
heavily in 1959 the percentages remaing 
fairly constant compared with the Preceding 
years. In 1960, however, there has been; 
certain shift out of consumer goods inh 
heavy industry. I also give charts show 
how these advances are distributed both j 
number and amount as between overdram 
current accounts, ordinary loan accounk 
and the new personal loan accounts, whid 
are not very significant either in number a 
amount, not because there is no demand 
but because we find that we can accom 
modate many of the applicants within tk 
framework of orthodox banking. 

Advances are the most remunerative ¢ 
our assets, provided that the proportion ¢ 
bad debts is not excessive, and the increm 
in their volume has enabled us to show: 
very much increased net profit. It woul 
perhaps be wise to regard this as beingit 
some degree abnormal. Although its 
mainly due to our increased income fron 
advances, high rates of interest have mat 
their contribution; with the same resouré 
used in similar proportions in the comix 
year we could hardly hope to show quit 
so high a profit if interest rates are lowe 
which, on general grounds and for the sake 
of our investments, we should certainly like 
them to be. In spite of this cautionafy 
proviso we felt fully justified in declanng 
an increased interim dividend of 6 per cet! 
in July last, and we are now recommending 
to the Stockholders for their approval 4 
final dividend of 7 per cent. This, after 
making a transfer of £2,000,000 to Reserve 
Fund, will leave a substantial sum to b 
added to the carry forward. 


Copies of the Directors’ Report and th 
full text of the Chairman’s Address may i 
obtained from Barclays Bank 
Room 137, 54 Lombard Street, Londo, 
pl Bee F 
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WESTMINSTER BANK LIMITED 





Very Considerable Achievement 





HE Annual General Meeting of West- 
minster Bank Limited will be held 
on February 15 in London: 

The following are extracts from the 
circulated statement by the Chairman, The 
Rt. Hon. Lord Aldenham, for the year 
ended December 31, 1960:— 

This year Westminster Bank will cele- 
brate the 125th anniversary of its opening. 
The past twenty-five years have seen bigger 
and more rapid changes than any other 
comparable period of the Bank’s history. 
At the end of 1935 the total of our Current, 

it and Other Accounts amounted to 
{323 million and our Advances and Other 
Accounts to £115 million. At the con- 
cdusion of the year that has just passed 
these figures had risen to £1,009 million 
and £459 million respectively. Even allow- 
ing for inflation, these figures represent 
very considerable achievement. 

During the year under review we added 
over 100,000 new Current Accounts. We 
have been amongst the leaders of progress 
in mechanized banking and are now on the 
threshold of far-reaching electronic develop- 
ments. These changes have involved a big 
increase in our technical research staff; 
during the course of the past year they 
have carried out two highly successful 
experiments in electronic accounting. The 
experience gained encouraged us to place 
an order for a computer which will shortly 
be installed and in operation. 

During the past year, in conjunction 
with the other banks, we enlarged the scope 
of the credit clearing so that now any 
member of the public having a banking 
account can enter any branch of a Clearing 
Bank and make a payment to an account- 
holder anywhere in the country. This 
service will shortly be extended to enable 
hon-customers to make payments to 
accountholders. 


Larger Profit and Dividend 


The year 1960 was a very good one so 
as the domestic affairs of our Bank were 
concerned, and we have been able to show 


a profit of £3,412,832, an increase of 
£906,731 over the 1959 figure. This has 
enabled us to raise the dividend on our 
“B” shares from 2s. 2d. to 2s. 8d. per 
share. 

To meet our commitments to our cus- 
tomers and the call for Special Deposits 
by the Bank of England we have had to 
sell some of our investments and turn down 
many applications for new or increased 
advances. Even so, the ratio of our liquid 
assets to deposits has been severely squeezed. 

The second half of 1960 was not a time 
for making new Personal Loans. In the 
year as a whole, however, these loans con- 
tinued to be profitable and, as in 1959, 
they have proved useful as a means of 
bringing new customers to the Bank. 

During the year we have carried out a 
thorough revision of Staff salaries. As a 
result we have made changes that have 
benefited the whole Staff, and particularly 
younger men and women of exceptional 
merit. The Bank offers young men of 
ability very attractive opportunities. 

The increase in crime, and especially of 
robbery with violence, causes very great 
concern to the Bank since it affects not 
only our property but also, and more im- 
portantly, the lives and welfare of our Staff. 
Security measures are constantly being 
reviewed and new methods adopted; about 
these measures we can, for obvious reasons, 
say nothing. 

Westminster Foreign Bank has made 
good progress during 1960. Our subsidiary 
in Ireland—Ulster Bank—continues to 
show good results and has pursued a pro- 
gramme of branch extension and moderni- 
zation. 

In many ways the past year has been in 
marked contrast to 1959. The country’s 
balance-of-payments figures have become 
disquieting; and signs of renewed inflation 
have begun to appear. In these circum- 
stances there is no doubt that credit restric- 
tion was necessary; but it is surely contrary 
both to justice and efficiency that, in spite 
of many recommendations, no way should 
yet have been devised for including other 








financial institutions in the restrictions that 
have been applied to the banks. 


Special Deposits 


Arrangements were made in 1958 whereby 
the Bank of England could call for Special 
Deposits from the Clearing Banks and the 
Scottish Banks as a weapon_to control the 
ability of those banks to increase their 
advances to customers. At the time these 
arrangements were made they were said to 
be available pending the report of the Rad- 
cliffe Committee; but although that Com- 
mittee reported strongly against calls for 
Special Deposits from the Clearing Banks 
unless accompanied by general restrictions 
on all classes of lenders, yet calls of 2% of 
total deposits in the Clearing Banks were 
made during 1960, and that 2%, together 
with 1% from the Scottish Banks, amount- 
ing in total to £150 million, continues to be 
held by the Bank of England. 

At the same time opinion seems to be 
tending towards regarding a 30% liquidity 
ratio as a minimum: which further restrains 
our ability to lend, by compelling us to 
keep a higher ratio throughout the year 
than prudent banking requires, in order to 
maintain the minimum during the early 
months of each year, when the taxation 
drain on our customers reduces our de- 
posits. Moreover, a fixed minimum liqui- 
dity ratio defeats the whole object of 
liquidity since those assets can then never 
be used to meet unexpected calls on banks’ 
cash. A plan which required an average 
liquidity ratio over the year would be much 
more acceptable. 

The worsening of our balance-of-pay- 
ments was largely due to the failure of our 
exports to grow, whilst our imports did 
grow greatly. Exports have continued at a 
high level, but not high enough; and it 
will not be easy to improve them in the 
face of competition with the Common 
Market and with the very successful efforts 
of exporters in the United States to develop 
their markets. 

Even so, it is disappointing that we have 
not retained our share of exports: we do 
not seem to have been determined enough 
in selling abroad. The balance-of-payments 
problem is no doubt helped by restrictions 
on credit to the home market, but they will 
not suffice to make the export drive suc- 
cessful, unless by this means more produc- 
tion is made available and sold overseas. 


Gold and Dollar Reserves 


Much attention has been given during 
the year to the steady increase in our gold 
and dollar reserves; but in view of our 
failure to earn a surplus abroad, the in- 





creased reserves can be accounted for oy 
by the large inflow of West European wy 
American capital, some of it for permap. 
investment here, but much of it a uit 
temporary movement of money to 
advantage of the high rates of interest pp, 
vailing in London. 

In spite of the adverse balance-of-py. 
ments, the inflow of money has 
sterling strong throughout the year: a fy 
that is probably due in part to contfideng 
at home and abroad that our Governme, 
has shown itself ready to take unpleagy, 
steps to correct the position. 

During 1959 we made a large addition 
subscription in gold to the _ Internatioy 
Monetary Fund, and there is no reagy 
why we should not make readier use ¢ 
this, our second line of reserve, by draw 
on our increased quotas in the I.MF.y 
order to tide us over temporary strains, 

Since April the buoyancy has gone oy 
of the figures of national production an 
since there have been a greater numberd 
people in employment, this means thy 
productivity has stopped rising, leaving le 
room for increases in wages or in profi 
or for the hoped-for reduction in prices tj 
the consumer. Although total output hx 
been static, largely because of the checky 
the production of consumer durables, iti 
heartening to notice that production of ney 
industrial plant has continued to rise. 

Our official unemployment figures har 
improved; but they disguise quite a lotd 
short-time working, especially in the mote 
industry. It is entirely natural for employes 
to want to keep their good labour fom 
intact in the hope of better times to com 
but short-time working leaves expandiy 
industries without the men they need. 


Outlook for 1961 


The general outlook for 1961 is uncertain 
Apart from the many clouds on the politial 
horizon, our economic prospects, like thos 
of the rest of the free world, will rema 
unsettled until there are signs that the new 
Administration is managing to pull tk 
United States out of their present recession 
If the expected recovery takes place ove 
there during the next few months, then 
world trade should prosper and also givew 
fresh opportunities to improve our export. 

The balance-of-payments is the key # 
our economic problem. Unless it can bk 
improved by increasing exports, we 
have to reduce our imports, with the result 
that there will have to be contraction rather 
than expansion at home. 

Despite our problems, we are still enjoy- 
ing a high degree of prosperity; butt 
seems likely that 1961 will prove a 
and therefore a challenging year for us all 





















CRANLEIGH GROUP LIMITED 





A Year of Consolidation and Achievement 





leigh Group Limited was held in 
Manchester on 30th January. The 
following are extracts from the State- 
ment by the Chairman, Mr. David Blank, 
LL.B., as circulated with the Report and 
Accounts for the year ended 30th June, 


Tice Annual General Meeting of Cran- 


In my last Review I reported that capital 
changes and acquisitions had _ brought 
about a transformation in the structure of 
our Group and in its profit earning capacity. 
Since then, such acquisitions as we have 
made have been comparatively unimportant, 
and I have no further capital changes to 
report. I am nevertheless pleased to report 
a year of consolidation and achievement. 
The Group net profit before depreciation 
for the year ended 30th June, 1960, was 
£1,575,087. After providing for deprecia- 
ton of £190,758 and gross minority 
interests of £15,817, our Group profit 
before taxation was 1,368,512. 

The corresponding figure for the previous 
year to 30th June, 1959, was £452,728; 
accordingly we can fairly say that we have 
trebled the profits of the Group. It is, 
of course, true that our capital structure was 
transformed in October, 1959, but we have 
now completed a year of consolidation 
without capital changes, and without major 
acquisitions. We can, therefore, ask to be 
judged on the basis of our performance in 
the past as well as our promise for the 
future. 

Analysis of Profits 

The following Table sets out the trading 

results of each Division in the Group :— 
Net Profit after 
Minority Interests 
but before taxation 





Division £ % 
Insurance a, 71,224 ( 4.9) 
Hire purchase . . 218,517 (14.9) 
Retail distribution 136,092 ( 9.3) 
Finance ‘3 133,120 ( 9.1) 
Property investment .. 36,671 ( 2.5) 
Steel .. * te 866,825 (59.3) 

1,462,449 100% 
Deduct: 


Net cost of group finance 


and administration . 93,937 





Consolidated net profit 
before tax for year 
ended 30th June 19 


60 £1,368,512 
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Development and Expansion Plans 


I have every confidence that our Group 
will make considerably greater profits in the 
future out of the development and expansion 
of our existing companies. Last year we 
were primarily concerned with consolida- 
tion; but we also found that the propositions 
which we did explore were uneconomic in 
price or unfavourable for other reasons. 
I have already said that your Board is not 
prepared to acquire businesses merely for 
the sake of becoming bigger. We are still 
of the same mind, but certain negotiations at 
present proceeding at advanced levels lead 
me to believe that we should be able to 
make favourable acquisitions during the 
current year which will further increase the 
profitability of the Group. 


As already announced your Directors 
have decided to recommend a final dividend 
of 30 per cent., making a total of 45 per 
cent. for the year, compared with the 40 per 
cent. which I forecast in October, 1959. I 
must tell you that we gave very earnest 
consideration to a more substantial in- 
crease of dividend, but bearing in mind the 
credit squeeze which was still with us in full 
vigour, we came to the conclusion that we 
ought not to increase our distribution at this 
stage beyond the 45 per cent. already 
announced. 


Administration 


Last year I referred to the building 
up of our Group Headquarters Administra- 
tion under our Group Managing Director, 
Mr. C. P. Choularton. This has proceeded 
steadily, and we now have a specialist 
Accountancy Unit, operating under the 
control of the Group Accountant, which is 
engaged in the study of mechanical and 
electronic systems for both administrative 
and technical applications. I hope that this 
administration will be completed in the 
near future, for I am confident that it 
can and will make great contributions to 
Group efficiency and development. 


Finally, I must again express our most 
grateful thanks to all our employees, whose 
welfare we have constantly in mind. 





NATIONAL PROVINCIAL BANK 


LIMITED 





Continued Expansion of Business 





Special Deposits and the Restriction of Bank Credit 





Mr. D. J. Robarts on the Need to keep down Costs of Production 





HE 128th annual general meeting of 
National Provincial Bank Limited will 
be held on February 23 at the Head 
Office, 15 Bishopsgate, London, E.C.2. 
The following is an extract from the 
statement by the Chairman (David John 
Robarts, Esq.), which has been circulated 
with the report and accounts for the year 
ended December 31, 1960:— 


Statement of Accounts: The liabilities 
of the Bank ‘+o its Current, Deposit and 
other Account holders at £930,870,693 
exceed last year’s figures by £10,301,714. 

The total of our liquid assets—Cash, 
Money lent at Call and Short Notice, and 
Bills—represents 33.6 per cent. of our 
deposit liabilities. This compares with 
37.1 per cent. twelve months ago. 

A new item in our Balance Sheet— 
Special Deposit with the Bank of England, 
£17,300,000—represents 1.9 per cent. of 
our deposit liabilities as at December 31, 
1960. 

Investments in securities of, or guaran- 
teed by, the British Government continue 
to be shown at a figure which is below their 
market value. The Balance Sheet value of 
£134,780,682 gives a ratio of 14.5 per cent. 
to Deposits as against 18.3 per cent. last 
year. 

Our Advances stand at £415,568,727, 
which represents 44.6 per cent. of our 
Deposits. The corresponding figures at 
December 31, 1959, were £351,875,767 and 
38.2 per cent. 


Profit and Loss Account 


The account shows a net profit for 
the year of £3,565,996, compared with 
£2,840,971 for 1959. 

Together with the amount brought in 
of £951,678 there is a balance for disposal 
of £4,517,674. An interim dividend of 


7 per cent. has been paid, taking £901,503, 
leaving available £3,616,171. 
It is now proposed to deal with this 
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balance as follows: to pay a final dividen 
of 7 per cent. absorbing £901,504, to app. 
priate £1,500,000 to Reserve Funds andy 
carry forward {£1,214,667. 

. The proposed final dividend of 7 pe 
cent. makes, with the interim dividend ¢ 
7 per cent. paid in July last, a total dividend 
of 14 per cent. in respect of the year 196, 

As already announced it is proposed t 
recommend to Shareholders at the Annu 
General Meeting on February 23 next th 
capitalization of £3,003,760 at present par 
of the Reserve Funds, by paying up in ful 
3,003,760 of the unissued {1 shares and 
distributing them credited as fully paid tp 
Shareholders in the ratio of one addition 
£1 share for every seven held. 

Your Directors expect, in the absence of 
unforeseen circumstances, to be able t 
declare, in July next, an interim dividend 
of 7 per cent. actual on the capital as i- 
creased by the capitalization issue and t 
declare a final dividend for 1961 at not les 
than the same rate. 


Subsidiary Companies 

The Balance Sheet of Coutts and Com 
pany as at December 31 last and the Profit 
and Loss Account for the year endé 
December 31, 1960, accompany our ow 
Report and Accounts. A Consolidated 
Statement of Assets and Liabilities o 
North Central Wagon & Finance Company 
Limited and its subsidiary companies as # 
September 30, 1960, is also included. 

I am pleased to report that our busines 
continues to expand and that there is ample 
evidence that the good service we endeavout 
to give to our increasingly wide range 
customers is fully appreciated. More and 
more people are realizing the advantages 
to be gained from the possession of a 
account and a cheque book. This proces 
seems likely to receive an added impetts 
with the passing of the Payment of Wages 
Act, 1960. 
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Hire Purchase: Mr. Duncan Taylor has 
jiready referred in his statement on the 
accounts of North Central Wagon & Finance 
Company to the difficulties through which 
those engaged in hire purchase have passed 
during 1960. In the circumstances we can 
certainly congratulate the management of 
North Central that, in spite of all the 
troubles, they have shown a substantial, 
though reduced, profit, and that our divi- 
dend is still well covered by earnings. 

During the past year, the United King- 
dom’s balance of payments position has 
given serious cause for anxiety. In their 
endeavours to curb consumer spending, the 
authorities maintained high money rates 
throughout the year. Bank rate was raised 
to 5 per cent. in January and to 6 per cent. 
in June, at which level it remained until a 
reduction of } per cent. was made at the 
end of October, followed by a fyrther 
reduction of $ per cent. in December. 
These high rates had the effect of attracting 
foreign balances to London from countries 
where rates were lower. 

In the event our gold and dollar reserves 
rose steadily throughout the year, but so 
did our liabilities to overseas countries— 
indeed, the liabilities have risen much more 
steeply than the reserves. Our imports 
have continued to run at a high level while 
our exports have lagged behind. Looking 
at the picture as a whole, it seems very 
doubtful whether the attempt to restrain 
home consumption has yet had the desired 
elect of diverting goods into the export 
field. 

As part of the campaign to reduce do- 
mestic demand, the system of special 
deposits was put into force in June. The 
demand for Bank credit has been intense 
throughout the year and the banks have had 
to be increasingly selective in their lend- 
ings. Such would have been the case, 
whether or not they were required to place 
part of their liquid funds on deposit with 
the Bank of England. The system of 
special deposits is intended to force a 
restriction of bank credit and it does so 
eflectively but unequally. Banks cannot 
restrict credits to which they are already 
committed and the restriction therefore 
applies predominantly to requests for fresh 
credit, many of which have strong claims 
on us as being in the national interest. 
The special deposits are used by the 
authorities to finance Treasury bills and 
thus facilitate Government expenditure 
while restricting credits to private industry. 
This procedure does not, however, assist 
the management of the public debt. In so 
far as the banks have surplus resources 
they would normally purchase Government 


securities, thereby supporting the gilt-edged 
market. As the result of the special deposits 
required of them, the banks not only cannot 
purchase Government securities but may 
be forced to sell them, thereby rendering 
the task of funding the Government debt 
more difficult. The banks are always fully 
aware of their duty to serve the public, 
who are their customers, and, if left to their 
own judgment, they will adjust their policies 
to these ends and need no artificial controls 
to coerce them. They will continue to lend 
their support to individuals and firms en- 
gaged in the businesses of real importance 
to the basic life of the country as distinct 
from speculative activity. Despite the re- 
strictions under which we have been work- 
ing, this we still endeavour to do. 


Need to keep Production Costs down 


The fundamental necessity to improve 
our balance of payments position, from 
which most of our difficulties spring, is to 
keep down costs of production. From 
this point of view, the Bank rate policy 
pursued during the past year can scarcely 
be said to have been effective. No doubt, 
if rates were to be raised to such a point 
as to create serious unemployment, they 
might act as a brake on wage demands 
and costs, but such is not Government 
policy. On the other hand, the maintenance 
of moderately high rates tends to increase 
rather than to reduce costs of production. 
What is really needed is a limitation of 
demands of the Government upon the 
productive resources of the country and 
this should be the foremost aim of the 
Government of the day. ‘The authorities 
are evidently in a dilemma about the mone- 
tary policy to be pursued—the internal and 
external factors pointing in different direc- 
tions. But that is no reason why the banks 
should be used as whipping boys on ac- 
count of an inflation which derives from 
excessive Government expenditure much 
more than from an expansion of bank credit. 


The lesson which emerges from the 
numerous credit exhortations and controls 
of recent years is the length of the time-lag 
which occurs between their utterance or 
imposition and their effect on the economy. 
They are often out of date before they 
become effective. This applies to restrictive 
and, to a lesser extent, to expansionist 
measures. ‘The natural working of supply 
and demand has its own sanctions which 
inevitably become effective. It may well 


be that historians of the future will look 
back at these years of regulations and they 
may conclude that a greater reliance on the 
development of natural forces would have 
been better. 
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The Banker SUBSCRIPTION = 


To: The Circulation Manager, 
The Banker, Bracken House, 10 Cannon Street, London, E.C.4 


for which plea ¢ 





I/We enclose herewith remittance for £ 
forward, by post, a copy of The Banker each month for a period of one 


commencing with the current issue. 





(Block letters) 


SUBSCRIPTION RATES 


12 months £2:2:0 Address 


U.S.A. and Canada $6.00 
(including postage) 
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